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“An Economic Review of 1940

Introduction

HE economic record of the United States in 1940

was ona ol exceptional and widespread ezpansion.
After an inauspicicus first quarter, during which there
was & reaction from the inventory boomlet of the final
months of 1938, business ndicators rose contibuously.
For the year as a whole, goods and services in record
volume were produced wnd distributed. At the yegr-
end operations in many arzes of the ecopomy were at
n pace never before achieved, and the defepse program
meade imperative & considerable expansion of ocutput in
1941.

Fundamental changes ocourred during 1940 I the
tharecter of the propelling factors o the economic
situation and in the problems they ereated. For, in
the course of the yeor, the wars raging on othsr conti-
nents became the dominant influence in the economis
sphera; they supplied the anpetus for the upewing in
wetivity and determinad the alterntions in the structure
of production which ocecurrad. From the beginning of
the year the expori demsand for war materisls was a
major dynsmic factor. Them, as the imvagion of the
Lowlands and France revealed the magnitude of our
defensa needs wnder existing world conditions, President
Rooszavelt snd the Congress outlined a huge defonss
program which thereafter overshadower all else in the
business situgtion. Tt became clear that the program
virtually mvolved the creation of & new srmmoment in-
dustry, or rather & new complex of industries, {o provide
tha mechanized foree required to nsure tha Nation's
impragnability. .

Az both Government and indusirial resources were
marshalled for thie vital snd tremendous effori, the
neads of the day were translated into ovders and the
first upswing of the past decada to be truly grounded
in the eapital-goods indusiries waa bagun. Before the
end of the year wnemployment bad besn constderably
reduced and the operstions of meny firms were pressing
against capocity, though the actual program, while
nccelerating marleedly, was atill largely in its initial
stagps,

Sorne conception of the enormous scope of the arma-
ment program may ba gathered from the fact that in
the President’s budget message of January 1041 it
was estimaied that defense expenditures for fiscal yoars
1841 and 1940 would total more than 17 billion dollars.?
In other words, it was expectad that more than 10 per-
cent of our expanded neiional income would be devoted

1 Bwe chapter on Fodera! finance ke Supiption of dsbmes program.

to defanse preparstions during this period, While
large in iteelf this effort must be set against the much
larger proportion of national income—sahoot one-half—
being devoted to military establishmants by European
belligerents, '
By its very size the dejense progrom dwarfed some of
the problams encouniersd during the past decade,
ginee it required that the idle men snd machioes be
put at work in raising total productive outpui. In
their stead arose the problems associated with a wast
armamant expansion—the problems of creating anfk-
cient armament-produecing facilities, of enlarging ca-
panity to avoid bottlenecks, of providing sdditional
labor skills, of limiting price dielocations, and of assur-
ing gdequate supplies of raw materials. With the
exception of 4 pressing need for expansion of capacity
in certain areas of the economy, thess problems
had not reavhad an scnte phasa by the end of 1940,
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But their very existence, with the defense progrom in
its present stege, suggested the ingenuity, the resource-
fulness, and the vizion required to meet the tasks
ahend. Luarger culput and loarger income in 1941 were
virtually certain, bué the extent of the rise remained
dependent wpon the dispatch with which these problems
were atiacked and yiclded o selution.

Inventory Expansion Alter Qutbyeak of War.

Tha business pettern in the early months of 1940
was determined by the forees sat in motion after the
outbreak of the European war in September 1039, It
will ba recalled that war eamse at o time whon the
sccnomic situstion I the Umnited States lacked any
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major dynamic expansive force. There had heen o
httle rise in business activity during the months prier
to September 1835, snd a continued modarase rise Lo
the cnd of the year might have been expected. How-
evor, neither Lhe trend of private business investment
nor the projecied program of the Covernment were
such aa to slter substantially the volume of produstion
and employmaont.

The coming of the war led {6 an immediate and dras-
tic alteration in this business picture. For, as figure 2
revesls, it Louchod off o buying wave of substanina! pro-
portions, the Department, of Commerce mdex of new
orders rismg from 105 (Jenuvary 1939=100) in Aupgust
to 168 in September.  As dernand for consumption and
permenent investmeni bad not ss yet been slered
fundamaontally, this increase in purchasing represenied
an attempt to anticipate the price rise and possihle
shortages of supply that wers expected to result from
the war. A sharp ineresse in production, based pri-
marily upon this putchasing for inventory, got under
way and continucd on an upward trend until the end
of the yesr. The magnitude of the influence of inven-
tory purehasing in the rise of production can be appre-
cinted from the fact that the Department of Commerce
index of manufacturers’ inventories rose from 95.9
(December 31, 1958==100) in August to 107.3 in De-
comber—-an increase in dollar terms of npproximately
1 billion doliare. As the psychologiesl basis of the
yise came to be understood, md the snticipations failed
to materialize, the volune of purchasing fell off vory
rapidly.

Business Declines in Early M.

By the beginning of 1040 the volume of production
had alveady paszed its penk. New orders wara well
helow shipments, snd output wes being maintained at
the expense of the snlarged volume of nnfilled orders
that had besn built up in September and Ociober.
Inventory accumulation was still very targe, so that
a resumption of purchnsing in substaniielly increased
volume could hnrdly be expected for some time withegut
» marked chonge in the basin situation. Ths one ex-
pinsionary fores at work was the demand from ahroad
—the volume of exports of United Stnies merchandise
roae to 357 million dollars in December 1939 a5 against
243 million in Avgust. Furthermora, because a large
ghore of the inorensed foreign demand came in the
apsmament industries which had listle unused capacity,
the flow of demand for investment goods was incrensed,
providing suppozt to business activity. Hence, apart
from the likelihood of inventory Yiquidation during the
first balf of 1940, cuspus could be expected to remam
somewhat above that existing befere the outbreal of
wor.

From Jonuary to April 1940 ¢he course of business
was conditioned by these factors. Iadustrial produe-
tion dectined quite rapidly as the rate of invemtory
acoumulation tapered off. From ita pesk of 128

Felbyunry 141

{1035-30=100} in Decamber 1939 the Fadaral Reserve
index of mdustrigl production fell to 111 in April
New orders ramninad helow shipments, bringing & con-
tinuouz decrease in backlogs of unfilled orders. As
, reflection of the quiet preveiling in basic maderinls
maorkets, prices of sensitive commrodities weakened.
By the end of March 1840 the Burenu of Labor Sta-
tistics' index of 28 sensitive commeodity prices had lost
half the rise experienced from the outbraak of wer to
the peak reached lnte in September.

Intenzlfication of War Brings Economlc Expansdon.

With the German invasion of the Lowlands and
Frunce n Moy, the forces underlying the economie
gitnation were completely changed. An immediste
expansion of purchasing by the Albed Commission put
pn end to the possibility of o genarval liguidation of
mventories. Wlhile the volume of exports did net
inerease during the rest of the year, forsipn demnand
becama a much more important {actor in the business
gituntion, since a marked shift from agricoltural to
industrial produets incrensed the impaet of foreign
dermand on industrial production and the flow of
private investment in this eountry. The uvgeney of
the Allied needs inersased the pressure for o greater
flowr of armament goods. Thiz woe accomplished not
only by increasing commitments but by more libersl
financing of plant ¢xpansion by the Allied Purchesing
Commpzsion. As 5 resnlt, new orders reseived by
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manufacturers rose apprecizbly and industrial produe-
tion onee again toroed opward. | _

Shortly after their initinl move the German meeh-
aniged forees demonsirated greaf offensive power and
raksed & serious question as to he adequacy of military
praparedness in this country, To sabile all doubts on
this question an extensive defense proprnm wos initi-
pted. Plans for a two-ccean Navy were laid out, and o
series of naval snd air bases in the Atlantic Ocean was
leased from {reqt Britnin to increase the sifectiveness
of the fleet. The entira progrum included » tranen-
dous incrense in the air strength wnd mechanized
eguipment of tho armed forces and an expansion in
capacity for arms producticn thoat would insure ade-
quate supplies in case of emergency. The first peace-
$ime conscription bill in our history was passed, and
wn increass in the regular Army, excluding National
Guard and Reserves, from 250,000 to I[,418,000 on
Junec 30, 1942, was projected.

In order to plan for and coordinate the procurement
of the raw materials, the finishad armament equipment,
and the productive capacity required for tiis defonse
program, & National Defense Advisory Council was
organized. Soom a large volume of contracts was
cleared by the Couneil and placed by the Army and
Navy. Tigure 3 shows that actunl defense expenditures
were incressed sharply after the middle of the yoar.
To {acilitata the expansion of plant capacity required
for srmament produetion, the regulations regarding
omortization allownanees for tax purposes were liberal-
ized =0 42 {o lessen the risk sttached to mvestment in
these facilities. . Provision was made by the Recon-
struction Finanee Corporation to finanee defense plung
congtroction ot low interest vates, snd Governmaont
Ietters of intent to purchase were issued m ordm to
facilitate the fnanecing of prodoetion. Varions cor-
porations were sot up by the RKeconstruction Finance
Corporation to secure adaquate stoek piles of strategic
materials, rnd 4 prograra was initinged to fzeilitato Hhe
defense of aned to improve the economic position of
Latin America. In all these ways and many others,
steps were taken to turn tho Netion's rnergies to the
problem of nationa) defonso.

Tis defense programn provided s stimulus of suffi-
cient magnitude to push the yolume of economic aclivity
continzously upward for the remaoinder of the year.
New orders received by manufzctureia rosa sbruptly,
and unfilled orders piled vp montd: afier month despite
o submtantinl incrense in the volume of shipments, 1L
is caleulated that, between May and Decembor, un-
filled orders in the durable-goods industrics more than
doubled and that new oxders in December still exceaded
shipments by almost 40 percent. From its low point of
111 in Apri! the Reserve Board’s index of indusizisl
production rose to an all-iime high of 137 in December,

While the defense propgram and, to & much smeller
extent, the enlarged export demand were the driving
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foress in thiz business upswing, ol bypes of demand were
quickly affected, and they, too, added to the goncral
expangion of activity. Private Investment in equip-
ttent was stapped up rapidly as choe volume of produe-
tion bogan o press upon capacity in mony durable-
goods trades. Activity in the conshuetion industry
rose sharply; the wolume of eontracts awirded soom
reaching the highest figure in & decade. The 1ise in
contracts for factory conetruction was ouistanding,
though the increase in private residentind constracéion
was alse substoniial. As employment and ingome
moved ypward, a cpasiderable ingresze in sonsuror
purchasing oceurred, particulady in durable-roods lines
where sales wore sugmentad by an increase in consumer
oredit.

Inventory Accomulacion In Late 1944,

During wuch of this period of rapidly expending
business in 1940, no substanbial impetus was dorived
from & genornl aceumuladion of inventerics. Howover,
the csteblishment of the Priovitics Boord 10 September,
togethar with & realizntion that the dofense propram
would require capacity oporations in rmmany Mnes lov
soveral yoars, rosulted in a substentisl increase in the
flow of now orders which partly represented a general
{engthening of commitments. From thet fime to the
civd of the year, manufacturas’ inventoriee moved up
rather mpidly, the tofel incvease representing an ac-
cumulation of 700 million dollars. During this period
a falrly continwous strengthening of prices occourrad,
slthough the total movement, apart from & fow com-
malitics, was volatively small.

Hence, in this respect the lnst quarter of 1940 had a
certain similerity 6o the corresponding perind of 193§
But the sipnificance of inventory accumulation in the
general business situation had entirely changed by the
end of the lnter year. First, despite o higher level of
production, the rise in stocls during the final monils
nf 1940 was congiderably smaller than a year enrlier.
Sacond, a much larger praportion of the inereased stocks
represented goods in process—goods that would de-
finitely be taken off the msket wpon completion.
Third, the durable-goods industries were responsible
for n much larger part of the inventory rise—ithe very
induetries most affectsd by the armament and invest-
ment demands. And, last, the primary impetus in
the sxpansion of production hnd shifted from inventory
aconmulation as such to the defemse program and
British purchasing. ‘Thus, while the increase of stocks
in the last quorter of 1940 contribuied $o the rise in
the volume of preduction, anr expansien of output
would have occurred in any Gase.

Larger Rise in Durable-Gaods Outpat.

Both because of the character of the basic stimulants
and because of their impact on the flow of investment,
the greatar share of the axpensign during the year wos
contributed by the durable-goods industries. By the
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end of the year near-sapacity operations were cherac-
teristic of firms producing heavy poods, and the output
of thess industiqes velative to total produstion was the
larpeat einee 1020. While total industrial production
as measured by the Federal Keserve index was up from
the 1%6 of December 1938 to 137 in Derember 1940,
the dursble-goods component had rizen from 140 to 163
pver the same period. In contrast, activity in the
nondurable-goods industries inereased from 117 to only
122. The nature of the expanszion muy be sppraciated
frem the fact that in the eourse of the yeur activity in
the machinery industriss was increased a third, railroad
equipreent firme were produeing abont 50 peresnt larper
volume, operations at shipyards rose BS percent, and
aireraft prodoction—messred in terms of man-hours
worked—oxpanded almost #wo and & half times.
While the output of iron and steel mills end of non-
farrovs-metals praducers could not be much above the
near-capacity volume of a year earlier, the flow of
these materials into immadinge consumption was much
largar.

As mny be seen in table 1, expanditures for durable
goods, excluding naval vessels and cerfain special mili-
tary equipment, increase 3 billion dollars in 1940 over
the previcus-year total for & gain of 10 percent, Total
expenditures passad fhe 18937 figure by about 10 percant
though remuining substantially under the 1929 volume.
Well over half the total increass was contributed by
producers’ plant and eguipment cutlegys, The latber
rese hy almost a thivd, with the fotal for the yaar only
girhtly under the peak 1920 volume. It may be noted
that the two most important categories of producers’
equipment expenditures, indwetrial and commercisl,
muade new highs.
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With operntions at thesa lavels in the dvrable-goods
sectore of the soonomy, all messures of business activity
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ghowed 1040 to be 4 year of substantial recovery, with
the year's resultz= In msny cases exceeding previous
high marks. Tha Reserve Board’s production index
averngad 122, a 13 pereent rise over the previous yesr
and well shove the former high of 112 recorded for
1037. Eleciric power output for the year was at a
new bhigh of 144,985 million Eilowatt hours as com-
pared with 130,336 million in 1839. Thers was an
increase of 7 percent im freight carloadings, and,
although they were atill 31 percent below tha 1929
record, the wear’s showing was good in view of tha
sequlér diversion of traffic to other types of transporte-
tion over the decade. Chwmg to the shoarp drop in
public construction during the first half of the year,
consiruction gctivity In 1940 rose only moderataly over
1939, However, the wolue of contracts awarded ex-
ceaded the 193% voluma by ome-aighth, with & large
volume of work carried over inte the new vear. In
the Tetail field, total sales in 1940 are estimated at
45,5 billion dollars, an 3 percent increase over 1939
for the Iarg=st physical volume on record. The ex-
pansion in all these fields contributed o a substantial
decresse in unemployment. Total nonagriculéaral
employment: in December of 87,143,000 was 4.5 per-
gent or 1,500,000 hizher thaw smployment a year
eacliar.

Larger National Incoms in 1940,

The mozé comprehensive measure of the economic
improvement in 1940 is that afforded by the national
incoma—the measure of net production of cormmodities
and services by all private and publis enterprices,
This netoutput value figure advanced from 60,4 bil-
lion dollars in 1938 ta 73.0 billion in 1940, = gain of 4.5
Lillion or mors than 6 percent, notording to preliminary
ostimates. Becsuse price inereases from 1030 to 1940
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wera light, nearly all of this improvement in nationgl
income resulted irom an incresse in the quantity of
commoidities and services prodvced.

Sinee the major share of defense activity was con-
cerried with indusérial materials nod equipment, tha
axpansion of netional incorre was paced by the com-
modity produsing industries. These industries—agri-
culiurs, mining, manufacturing, and contrachk consirue-
tion—in the aggragate provided a med product in 1540
volued at 2.8 billion dollars more than the Hgure for
1859, an increase of more than 10 percent. This was
nbout three-Bfths of the grin in total national inceme
from 1930 to 1940, slthough the industries represented
about one-third of agerepate national nepme in 1939,

MNet production values alsoc were Ligher in other
lines, buf by smaller margins. Government net oui-
put, exclusive of work-relief produciion, advanced
from 8.1 billion dollars in 1939 to 8.6 billion in 1940,
It i= important to Tecognize, however, that defense
grders placsd with private husinese firms are included
with tha net production of other indusiries and not ia
Goveronment output. The value of met product in
distnbution industries was up 700 million doilars, vising
from 15.3 billion i I83% to 16.0 billiox: in 1040 for &
gain of nearly 5 percent. Service industries, nsually
the laggards during periods of changa, improved maora
than 4 percent &5 aet outpud velues ineressed from 18.5
billion dollars in 1939 to 19.3 billian in 1940.

The 73.9-billion-dollar sggregate for national income
in 1840 was the highest velus reached in any year sinne
1929, It was 84 percent ebove the depression low of
40.1 billiox: in 1932 and 3.7 percent above the pravious
recovary high of 71.2 billion in 1937,

As part of this movertont reflects shifis in the general
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prica level, however, changes in the quantity of net
oniput heve been less marked. Io quentity terms, the
nztional income declined about enefovrth from 1929
to 1822. The quantity of net output by all private snd
Tublo enterprises had recovered to a poiné in both 1937
and 1939 that approxdmated the 1928 volums, From
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1039. to 1940 the gain in rezl national income—a gein
aiter allowance for prica changes—was enough, roughly,
to offzet the incresse in populaticn from 1929 to 1940,
a0 that per capita production was about ns high in
1940 as in 1929,

Incoms Payinents Also Rise.

Income payments to individuals during 1940 aggre-
gated 74.3 billion dollars as comparad with o total of
70.1 billion for 1939. As in the preceding year, the
flowr of income t0 individusls advanced sharply during

4 ECRLl-]
(=]

k)

TS

| Tyt
Ao

Ad

) 0

Mmﬁmﬂmdlm IW Ig P-yna:‘ Aﬂjuru-d far

the second helf and closed the year substantially above
the preceding year-end figura. During the second
quarcer of 1940, income was disburzed at an annual
rate of 73 billion dollars. By the final quarter it had
advenced to 77 billlon, reaching an sonost rate of 78
billion in Daceniber. ‘The rate for the final quarter of
1939 was 73 billion dollars.

The month-ic-month movements in the varigus
types of income were notably diverse in cheracter.
After ecorrection for wormal seasonal fluctuations, sal-
sries and wages declined from the 183% high of 88.9
{1928=10{) recorded In December o 86.2 In Aprl.
Employment snd pay rolls moved sherply apward in
May, and, under the impetus of the defense program,
the adjusted index of salaries and wages continued its
upward movement through December when it reached
& high of 96.0 for the year. As employees’ income
oscecounts for roughly two-thirds of total income pay-
ments, the 1040 expension in pay rols contributed
substantially to the movement of income,

Dividend payments foxr the firab quarter were 15
percent above the comparabla peried in 1939, the large
incrense over the preceding year continuing through
the third quarter. There waa o noticenble tendemcy
for dividends to level off ot the yenr-end, and for the
last quarter disbursements were only 3 percent above
the preceding vesr, Theera less favorable lset-quarter
compavisons were due partly to the high level of divi-
dend disbursements achieved in the final guarier of
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1930 and partdy to 4 lavge-scale ndjvatment of exrnings
for incrensed taxes on 1840 corporate ineomes. Tnem-
ployment compensation banefits, which first became
an important source of ineome in 1938, ross sharply
during the first half of the wear and then declined
markedly as employment increased, though the year as
o whole showed o substential rise over 1930,

The marked expansion in governmental activities
consequent upon the inouguration of the defense pro-
gram raised militnry and regular employment during
the last quarier of 194¢ 13 percent above o year ago.
~ This ingrense in consumer purchasing power oceasioned

by the expansion in governmental empleyment was,
however, lmgely oifset by a sharp redustion in income
disbursements of an emergency nature. Thus, while
regular pay rolle rose 70 mullion dollors between March
md  December, relief and unemployment henefits
declined 50 million over the sames periad.

Advance in Profita.

Om the basis of preliminary data it is estimated that
net income of al! corporations in the United States was
ahout 25 percent higher in 1040 than in the preceding
vaar. This comparison i based on net incomes sdjnsted
for intercorporzte items snd taken after all toxes are
deducted and, of conrsa, it reflests the provisions made
for the incressed corporate income-tax wote and the
excesg-profits tax npplicable to 1940 incoma.

Proiite in the first quarter of 1840 ware down sub-
stantially from the high last-quarier resulfs in 1939.
The zecond and third guariers brought suecessive
moderate gains, and net income in the last quarter
probahly accounted for nesrly one-third of the profits
for the entire year, parily as a result of the usual sea-
sona) poattern, A= income reports are published only
by o smpll percentage of all corporntions, these esti-
matea are prelimingry and subject to revision, It is
commeon for lerge corporetions to publish such reports,
however, and, since ihey represent a good propertion
of the nmet income of all corporations, the esiimates
shouid be ressonably accurate,

Net income of manufacturing corporntions wos up
ebout 30 percent, lod by the metal and metal-produsis
group with o goin of more than 30 percent. Profits ia
transportntion advanced by about the same proportion
as it total manufactuwing. Guing in net incomes of
mining companies were very substantiol, and construe-
tivn companies also showed some improvement. These
hings wre affected dmecily by the national-defense
program, and the advanees reflech substantielly higher
business volume in 1040, Goms also were geners! in
other industrizs hut usually were wore modernio.

Production
Industrial Production

Total industriel production in 1940 was larger than
in any previous year of our industrial history, The
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new Federnl Reserve index of industrial produetion,
which sappeared during fhe course of the year and
which provides better representation than did the old
index for seversl impoctant industriez that have
experienced substantinl saculsy growth, sveragsd 122
(1935-39=100) for the year as & whols. This was 8
percent higher than the 1937 average and 11 percent
abova thet for 1929, regarded throughoub the past
decnde as the high-water mark of business activity in
the Thited States.

Mot only was total output the highest on record bt
at no time during the year did it reach a very low point,
judzed by ths averngas of previeus good years. In
April, after soma curtaflment in production schedules
following the inventory upswing in late 193%, the
Resorve Board’s index stood at only 111,  This fgure,
howaver, exceeded the averages for both 1929 and 1939,
and was but 2 points below the sverage for 1937,

From its April low the index advanced o 121 by
June and it remained ob this level for 3 months. In
October the index exceeded tha former peak of 126
reoarded in December 1829, and successive new highs
wers renched in the last 2 months of the year, the
November and December figures being 132 and 137.

The trend snd character of production in 1840 waa
formed largely by conditions emanating from the Eure-
paan war. During the first 4 months of the yesr pro-
duction slackened as new orders fall below shipmanta
and backlogs declined with the spread of the feeling
that stocks had been overcxpanded. (See figures 2
asd 6.) Aecording to Department of Commerce data,
about $1503,000,000 of mannincturers’ inventorics wera
lignidated Letwaen the emd of Febrnery and the
middle of the yeur, when sueh inventories regched their
low point for 1940. This repressnted a decline of
glightly more than 1 percent of the valua of stocks on
hand at the end of February, but mannfaeturers’
inventories at the end of June were 13 pereent higher
than at the end of the preceding August. Thus, the
dacline in rates of inventory accumulation was u mozra
iroportant factor in the fall of production in the endy
months of 1940 than setas]l inventory liguidation.
Although further liquidetion would probably have
oecurred if the comparatively inactive phase of the
war hed continued, trade comment at the time indi-
cated the likelihood that, a8 long a5 & state of war
existed in Kurope, stocks would be held somewhers
sbove mid-1939 levels.

Even in this brief period of generally raceding indus-
trial activity, however, production continued e ndvonce
in certain lines. An enumeration of these indusiries
affords evidence of the special influences which the war
situation wos beginming to exert. Of all component
manufacturingindustriesincluded inthe Federal Reserve
Board index showing net production incregses betveen
Avgust and December 1989, the only ones in which
further significant pet increases oceutrad hetween
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Dacember 1939 and April 1940 were (in order of size of
jnerense) nircraft, shipbuilding, newspring, fuel oil, and
cigarettes. In addition, smaller ineresses of 2 percent
or lesz were recorded in beef, ground wood pulp, and
glnss-contsiner production. The relation between the
war and aircrafs, ghipbuilding, and newsprint produc-
tion is well known. As shown in figure 7, the inereases
in sireraft and shipbwlding occurred In & period
which durable-goods output genarally dropped 19
percent, with on and steel preduction felling 40
percent.

The trend of industrial production after April 1840,
when the major turning point of the year was reached,
was nocompenied both by elements comumon o all
periods of marked business axpansion and by demcents
that wers clearly exceplionsl and in scme aspects
unique. One of the most familier clements, the widar
movement of durable than of nondurable manufactur-
ing production, s evidenced in figure 8. But even
this picturs has notable aspects. Although the index
for nondurable goods hes averaged higher than that for
1928 in overy year since 1835, ot no time until 1940
did the wolume of durable-goods produetion execesd ite
1929 pesk. Tha relatively smaltar resovery of produe-
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tion in the durable-goods lines prior ta 1940 was, of
course, a reflection of the smaller volume of capital
formation,
But in 1940 the defense program and heavy purchas-
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ing by the British Empire not only provided a subatan-
tial direct demand for durable goods; they alzo induoced
a large increase in nearly all iypes of copitol formation.
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Public and privata investment in plant and equip-
ment, consumers’ investment in durable goods, and
investment by business ir lorger inventories during the
final quarter of the year—all wera expanded under
the propelling influence of defense and export needs.
The end result was the riss of durable-geeds production
to record Ievels.

Recard Production in Salected Industring.

Part of the responze of indnstry to the above-rnen-
ticned stimuli is ravealed by a list of the indusiries ip
which production for the year as & whole established
new reconis. These are shown in table 2. Largest
inereases over pravious resords were scored in pirernft,
tin, zine, steal, and poip and paper, all of which were
strongly influencad by war developments. In erder &o
give some indication of secular movement, the indus-
tries in table 2 are arrayed in order of percentage in-
crease of 1940 over 1929, Although the Reserva Board's
aircraft series does not extend back to 1928, it has bean
listed first in the fable, for there can he little douhbt
that aircraft production in 1940, relative o 1929, was
grenter even than that of rayon; indicaticns are that
gireraft production in 1940 wes gbout § times that of
1935. Of course the normeal secular growth of the
industry has been greatly augmenied in the pasé 3 years
by the very lerge orders flowing from the war abroad
and our defense program at homa, More exclusivey
sacular forces have been at work in such industries as
rayon, cigarettes, and pulp and paper, although record
produaction of the latter was unquestionably related to
the curtailment of pulp suppiies from the Scandinavian
countries. Production of glass containers has expundad
rapidly sinee the repeal of the Eightesnth Amendroent,
despite increasing competition from tin containers and,
more recently, from use of paper containers for milk.
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Producers’ Goodls.

Among preducers’ goods the output of machinery,
which set & record during 1940, is of importance as &
muejor component of cepital formation. Owinz to the
wide variety and continyal chenge in sizes and kinde of
machinery and equipment, the task of measuring the
physical volume of mochinery production is extromely
difficult, and until recently no generslly accepted index
of machinery production was available, The new
industrial-production index of the Federal Reserve
Board, however, includes a machinery component, con-
strucied oo the basis of man-hours of employment cor-
rected for chbanges m cutpui per man-hour. As noted
in table 2, the mdex of machimery production averaged
136 (1935-39==100) last year, compared with 104 in
1939, & rise of 30 percent. The index was alsc 5
percent higher than that for 1929, the previcus pesk.
Machinery production experieneed a slight decline in
the early monthe of 1940, concurrently with the dacline
in general industrial produetion, although it did net
fall o2 rauch as the latter: by April the adjusted index
had dropped only 3 percent from ies temporary high in
January. Between April snd Dwecember the Bosxd's
index of machinery production advanced from 123 to its
all-time high of 185, a risa of 34 percent. Tha Decem-
ber 1040 fipure was 74 percent above the average for the
fivat 6 months of 1930

The special importance of machine-too]l production
in 1940 iz avidenced in sstimates of the production of
gsomea of the more important types of machinery, again
uging deta on man-hours of employment. Estimates
g0 derived indicata that although production of all the
mejor classes of machinery was greater in 1940 than in
the pragading wpear, 1937 prodoction of alectrieal
machingry and supplize, and of textile machinery, was
alightly hicher then that of 1940, whila 1937 production
of agricultiral machinery may have been 25 percent
higher, On the other hand, machine-toel production

SURVEY OF CURRENT BUSINESS

Febhraary 1841

in 1940 appears to have been 50 percent higher than in
1937, and may heve been as much as 75 percent higher
than ip 1939, These ncrenses would have been even
grenter if additional mechine-tool capacify had been
available.

Data available currently on special items of ma-
chinery and equipment showed large incresses in the
fnal quarter, Lifting activity In meny cases well sbove
the 1820 pagk. Thus in Qetober and November orders
for foundry equipment were more than 0 percent
higher than in the 2 best moniks of 1838, Similarly,
orders for such equipment 63 iron and steel castings,
electric ovevhead orenes, pumpa, freight ears, snd elee-
tric furnaces 4ll enaved in the last quarter of the year,

Tha sources of domestic demand for machinery and

-othar durable manufsctured producers’ goods are to

be szen in- table 1, showing estimates of equipment
expenditures by major industriss. Private expendi-
tures for durable-produeers’ squipment rose to $5,568,-
000,000 in 1940, an imerease of $1,335,000,000 over
1939, Almost half of this incresse occurred in mining
and manufacturing industries—a more than propor-
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ticnel gain, since new investment in mining and manu-
facturing equipment acecunted for only 29 percent of
the total in 1839. More than half of the remaining
increase, though less then proportional, ceturred in
the commersin] and miscellancous group. However,
the largest percentoge incrssse was in the buying of
railroad equipment, which doubled in 1940 after being
exceptionally low einee 1937, Thouph totzl new in-
veatment in durable producers’ aguipment in 1940
was almost identies]l with that of F929, its compo-
sition wos radically different, Investment in equip-
ment by the mining and manufacturing and the com-
mercial and miseelleneons groups was laxger in 1940,
while that in each of the utilitiss was much smallar.
Tabla 1 clearly indicates that the deficisncy of invest-
ment in producers’ durabla goods in 1940, relative to
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1929, was @ the ares of plant rasher than equipment
expenditures,

Ocher Durable Goods.

Production of ingot steel in 1940 amounted to 85,247 -
00 et tons—7 percent ahows the pravious high figurs
of 60,830,000 toms in 1920 and I8 percent ahove the
total for 1937, the best year of the past decads. Ta
reach the record 1920 figure, ingot production exceeded
1929 output by 26 percent. Owing to inventory aceu-
mulation in the latier months of 1939, ateal operations
declined doring the first ¢ months of 1940. Produe-
tion in percent of capacity fell persistently until the
last week i April; for April as a whole the rate {on a
daily everage basis) was at 50 percent as agsinst 91
percent in the praceding December. Then followed an
almost uninterrupied rise until the end of the year, with
the monthly averages better than 80 perceni in each of
the Jazt 4 months and Dacember averaging $9 percant.

Much of tha rise in prodnction after April wns due
to additional foreign demand, lergely British, resulting

front increased neods snd fmom the closing of saurces of

gupply in Belgium and France, On a rolled basis,
gbout 9,500,000 more tons of steel were produced in
1940 than in 1939, and the ezcess of steel exporis in
1940 over those of 1988 represented about 55 percent
of thie additional production. Expurts wmounted to
only 7 percent of estimated steel consvmption in 1939,
hut represented 18 percent In 1840, Categories of
domestic use whose increased takings were responsible
for most of the remainder of the 1940 advance were
antomobiles, railroads, comstruction, and machinery.
It is estimated thai automohiles accomnted lor more
than 15 percent of steel comswmed, while construction
necounted for somewhat less than 15 percent and rail-
roads about 10 percent,

Stesl capacity at the close of 1040, as announced hy.
the American Iron and Steel Institute, was 84,152,000

net tons of ingets and castings annually, 8 percent above |

the 51,619,000 net ton2 available & year previously and
15 percent shove capacity exstiog st the end of 1529,
The inerease of more than 2,500,000 tons inoluded in-
crepzes of 087,000 tons of Beysemer capacity, 844,000
tons of open-hesrth inget and castings capacity, and
703,000 tons of elactric-furnsce cepacity. The increass
ih elestrie-furnace facilities was prompted largely by
export and defense demnand for high-grade alloy zteel
used in producing srmaments and armor plate. It is
estimated that electrie-furnace copaeity will exesed
3,500,000 tonz by tha end of 1941. The reported in-
ereases in open-hearth and Bessamer capacity includs
& substantial amount in exzistence n year ago but in
need of renovation and repair, and henes not available
for uves at that time.

Parallaling the larpe advance in iron and stesl pro-
duetion, the production and use of many of the non-
ferrous metals was at record or near-record levele,
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owing in part to their specisl importance in defense
Refined copper production of 1,083,000
tons was the highest since 1928, Although primary
production of zine In 1940 wasz 12,000 short tons lees
thar that of 1929, shipments aeounted to 608,497 tons
tn 1940, a rise of 1§ percent. Similarly, tin deliveries
of 115497 long tons were at an all-time high. The
ezcesa of zinc shipments over primoacy production re-
sulted in & sharp drop in refined stocks to 12,834 tons
at the end of December, the lowest year-end figure
sines 1925, Heported stocks of refined copper of
142,772 tons st tha year-end compsred with 159,485
tons at the end of 1939 and 250,351 at the end of 1937,
Tin stocks, on the other hand, were well absve avaraze:
further ipcresses ware expected from the tin-purchase
operations of the Metals Reserve Compeny, which alan
was fmporting reservo stocks of manganese ore, ¢hro-
mite, tungsten, and sntimony. '

The comparatively low siocks of zine, lead, and
copper ars pactenlerly significant in view of the record
lavels of derand that will probably be set in 1941.
Production of afl thess metals was virtuslly aé capacity
bedore the end of 1940, but additions] vefining facilities
were under consiraetion for each. Moreover, in order
t0 asze the sopper supply situation further, and also to
aid the copper-exporting countries of Latin America
that have suffared from the British blockada of their
conéinental merketa, tha Maials Rezerve Compeany
arranged in December for the purchase of 100,000 tons
of copper, at & price of 10 centz & pound deliverad ab
New York, from United States firms operating mines
in Yatin American countrias,

Produetion of more than 400,000,000 pounds of ingot
aluminum in 1340 was & new record high. With the
capansion of eapecity now contemplated, it is estimated
that by the middle of 1941 ountput will reach an annnal
Tate of almost 680,000,000 pounds, and a year later &
Tode of more than 880,000,800 pounds.

In line with the rise in practically all types of con-
struetion activity, produciion of most bullding materials
advanced in 1940 to the best volumes of yecent years.
Lumber production increased 7 percent over 1939, and
was about 4 pergent above that in 1987, Portland-
cement production was 7 percent higher than that of
1939 and 12 percent higher than thet of 1937, Output
of polished plate glass was above that for 1939 but
less than production in 1927, whils for common and
face brick the reversa was érua.

At mentioned above, shipbuilding activity wos
groatly accelerated by the war during 1040, From
Dooamber 1939 to December 1940, the Faderal Beserve
sdjusted index advsncad from 144 to 268, a risa of 86
percent. In the ¢ourss of the year, 53 merchant ocean-
poing vessels of mors than 2,000 gross tons sach, repre-
senting & total of £44,700 gross toms, wors complated in
United States shipyerds, Thiz compared with 28
vassils and 241,000 prose tons in 1930 and an annual
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average of 117,000 tons in the period 1930-39. More-
over, at the end of the year, more than 180 ocenngoing:
veasels, roprosenting about 1,500,000 deadweight tons,
were under sonstruction. The number of vossels con-
tracted for duning the year was 04, with an estimated
gross tonoege of 853,230, O the merchant vessols
ecompleted or under sonstruetion, s number have hesn
earmarked ss naval anxiliaries, inclnding slmost hali
of those hegun wnder the construction program of the
Maritime Commission. In addition to these merchant
vessels, 44 navel vossels having o displacement of 92,600
tons were eompleted and 513 naval vessels aggregating
2 274,600 tons displacement were under construchion
at the cod of the year.

Shipbuilding in 1941 was expacted to show o [urither
m¢rease. In, December 1940 the PBritish Purchasing
Commission placed & contract for 60 cargo ships of
uniform design, each of ghout 10,000 tons, while on
January &, 1841, the President snnoundccd on emergency
shipbuilding program thet will provide 200 cwgo
vessels in addition to tha Maritime Commission’s long-
range program. To handle these programs, a further
expansion. of capacity was already vnder way ab the
cnd of the year, -

The manufacture of consurners’ durable goods dur-
ing 1940 reflected the increased demand stemming
from sdvances in employment and income. Eeferring
agnin to toble 1, exponditures on these goods are seen
to hove beecn 14 percent above those made last year,
ond while they wers below expendituwres in 1929, the
lower prices pravailing this year indicate that the
physical volume of such goods produced was the high-
cst in history. Thiz was true for most t¥pes of hovse-
hold applinness.  Hleotris-refrigerator sales and vae-
uum-cleaner shipments were at an all-fime high, whila
ahipments of houseliold washing machines fell only
slightly short of the record volume for 1937. How-
evar, outpui of puassenger sutomobiles numbered
3,692,328 oars, more than §25,532 or 29 percent over
1933, but 222561 less than in 1937, ond, of eourse,
considerably less than the rTocord year of 1922, But
more than half of the difference batween 1937 and 1940
output was sttributable to decrensed exports. Fro-
duetion wns exceptionaliy hirgh in the elosing months
of the year. Deaspite a record volume of retail sales in
theee months, dealer stocks of pagsenger exrs and trucke
wiera in the peighborhood of 425,000 wnits ag the
wear ended—350 percent mora than the numbar on hand
ot the end of 1839. As noted in the zection on inven-
tories, the desive of guiemoebile manufactarers to clear
- the decks for defensa orders, ns well ns the enrlier
change-over to new models, uwndoubtedly coniributed
to the comperatively high level of stocks at the end of
1820,

Minerals.
Mine production of the domesticslly produced
meials, ferrous and nenferrous, genarally experienced
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changes of sliphtly larger mognitudes than those of
refined production, discussed sarlier. In the case of
lead, both mine production snd shipments of finished
metal rosa 9 pereent, but for both copper and zine the
increnses in mine output were slightly above tha
advances in finished-metal deliveries. Tn the iron and
gteal indistry the differonces wera much greater; an
incraase of 41 percent ower 1939 iron-ore shipments
compared with an increase of 33 percent in pig-iron
preduclion and one of 26 pereont in steel-ingot produc-
tion. The increased "accumulalion of ore stocks was
conepicuous in iron because of the indusiry’s need to
provide, before the olosing of the Lake portz for the
seoson, supplics adequote for a winler in which steel
pperations wore likely to be maintained at necp-capac-
ity levela.

Among the fuels, the rise of 15 poreent in bituminoue-
coal production was chiclly the result of the ndvanca in
general business activity, thovgh the fixing of minimuom
prices, in effect on October 1, led to a small increase in
coal inventories at the old prices. Owing to this com-
bination of factors, bituminous cutput in 1940 was
higher than in any year sincz 1930. Coke production,
advancing with steel activity, recorded & percentnge
increase over 1939 practically identical with the in-
creass in steel-ingot production, roaking outpué for the
vear the lorgest since 1929, A 1is¢ of B8 percent in
crude potreloum producticn in 1940 cstablished a new
high in this indusiry.

Nondorahle Manufactnres.

Among nondurable manwfactuies, which eonsist
largely of eonsumers’ goods whose ovtpuet Auctuated
much less widely than that of prodocers’ goods, records
wera established in many aress during 1040. Of tha
major textiles, cotton consumption and rmyon delivaries
ware higher than avaer hefore, while apparel woof con-
sumption of 309,442,000 pounds {scoured basis) com-
pares with 218,971,000 in 1935, the best yeor since
1923, and with 371,200,000 in 1915, the highest for
any yeer on record. Consumption of 3,053,000 hales
of eotton in 1940 exceaded that of the previous peak
in 1837 by © percent, and consumption doring the
last 2 months of the year was at an annual rate of
well over 9,000,000 bales. Though meost of this risa
was the result of sonsumer and militery demand, some
of the ouiput in the final quarter was I response to
increpzed inventery purchasing.

Deliveries of 389,000,000 pounds of rayon filament
yarn revealed & produstion excess of 8 percent over
deliveries in 1939, the previous record year. Silk de-
liveries of 312,367 picul bales reveals o continuation of
the decline of recent years, the 1840 figure being 18
percent below that of 1939 and 50 percent under the
record total in 1924, 1§ s porticularly noteworthy
that consumption of gilk in Bosiary, which has Iargely
held its own or increased in recent years, dechned
pubstantiolly from 200,731 bales in 1939 to sbout
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244,000 bales in 1940. At this Jatter figure, silk con-
sumption in hosiery represented more than 90 percent
of domestic silk consumption. (Domestic consump-
tion equals deliveries minus reexports.) The 1940 de-
cline, ns distioct from the secular decline in other
nses, may ba largely ascribed to reduced hosiery pre-
duction and to the competition of substituie materials,
notably nylon. Of total shipments of women’s full-
fashiened hosiery, nylon accounted for 8.1 percent dur-
ing the third quarter of 1840, 8.4 percent in October,
9.7 percent in November, and 11.8 peroent in Decam-
ber—indicating on upwerd trend that will prebebly
cut into the hosiery market for silk even mors sariously
in 1841,

Defense requirements for fextilas did not affect all
bramches of the industry equally, being of larpest rela-
tive importanss in wool. Thus, the Textile Econom-
i¢s Buresu estimates that Army requirements to June
1840 will aqual 27 percant of the average annual con-
sumption of apparel-class wool in recent years, On
the other hand, Army buying of eotton tfextiles to
November 30—assuming that production be spread
over tha Angust-May pericd—would add but 3 per-
cent to the mormal avnval demand for raw cotion.
Howevar, the problem of meeting Army requirements
for cotton gonds is not accurataly reflected in this per-
cantage relation to total cotten oonsumption, as the
demand for seleoted heavy cotton goods such as duek,
and combed-yam cotton goods, has been particularly
heavy. Tn these cases the preesure of swidden increases
in demand led $o price ad vances and, where fzasihle, to
the shifting of aquipmens from other $ypes of constre-
Hions.

Like textiles, produciion of mannfactured foods was
generally higher in 1940, Flour outpui fell off some-
whaté, but sugar meltings rose slightly as did the out-
put of manufactured dairy products, while the slaughter
of meat anjmals increased shout 12 percent. In the
case of beef and veal, sand also lamb and muiton, the
incresses were small. But with the heg-corn ratic at
unfovorable levels, Federally inspected slaughier of
700,000,000 pounde of pork (including lard) was 1%
percent above thaé of the corresponding peried of 1932,
Production of most other manufactured foods alse
incrensed.

Shoa production declined in 1940, in conssguence of
reductions in the lorge manwfscturers’ siocks accu-
mulated nm 1939, Outpui of tobacecs products and
aleoholic beverages inoreased somewhnt, ss did rubber
conzumption. Paper production generally roge ahout
5 parcent, while output of pulp was 8 562 000 tons, the
largest on record and 26 per¢ent above 193%. Smallsr
imporés and larger exporis crented by the cutting off
of Beandinavian sepplies were instrumantal in raising
mip produetion, though domestic demand advanced
sharply irrespective of this development.
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Agricultural Qutput and Inceme

Ths position of sgricuiture improved materially in
1940. Increased acreags over that of 1939 and sub-

i stantially improved yields during 1940 wesulted m the

beset harvesta sinee 1027, whila livestock production, con-
tinuing the expansion of the past several years, atteined
a new record volurme. With higher farn prices znd
larger roarketings, the sggregata cash returns of ngri-
eulture rose more than half a billion dollars, despite
slightly emaller Government paymenis than in 1936.
The marked improvement in the domestie demand for
farm products waes the domingnt inflwence affecting
farm prices and ineome during the wear. Livestoak-
product prices responded mors readily to tha higher
domestic demand than crop prices, Owing o curtailod
exports and produvetion in excess of domestic recuire-
merits, the statistion]l position of a number of major
crops was weaker than in the preceding year. Govern-
mené's commodity loans and purchazes, howerer,
served to support crop prices sod income in the most
serious instances of oversupply, while inereasing sur-
plua-removal operations also made an important con-
tribution to agricultural inconte.

Grop Paoduction and Sopplies.

Crop produciion in 1040 incrensed nearly 4 percent
over 1839, Although Jower than in the peak year 1937,
crop output exeeedad thot of every other year of the
pust two decades, The compesiéa production index of
53 crops (1923-32 pre-drought sverage=100} rosa frorn
103.9 in 1939 to 107.2 in 1940; tha 1837 index was
112.6. Sizable gnins ocourred in the produection of foed
graing, potatoes, vegetables, cotbon, feed grains other
than corn, and hay, whila declines wers reported in
corn, {ruits, and tobacco. Field-orop production, al-
though up substantially from 1939, was lower in the
agpregade than in 1920 and 1937, and epproximated
the volume of 1928. In contrast with feld crops, vege-
iables and fruits have shown pronounced upward
{rends m production and consumption =since 1920.
Vegetable production attamed o new high mn 1940, and
the output of frmés, while suffering & moderate sei-
back, was the third Lighest on racord.

Increased acreage and improved yields both conérib-
uted to expended crop production last year. DMMore
than 4,000,000 additional acres wera planted, while the
absence of serious drought conditions decreased sereage
losses in leading crops by nearly the same amount.
Thea harvested acreage of 46 erops inocreased 8,000,000
acres or about 2.5 pereent over 1939, The 1840 har-
veated acreage, howevar, wna 30,000,000 acres lass than
at the paal atiained in 1932, and 20,000,000 acres less
than ths 1923-32 average. .

Acrespe changes since 1932 reflect Federnl produe-
tion-control end soil-conssrvotion progroma, o8 well oe
the substituiion of drovght-resisting crops in drought
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arans. Compared with the pre-droupht average, re-
dactions of 15,300,001 peres have been made in corn,
4,900,000 acres in food grains, 16G,400,0iK acres in cot-
ton, and 360,000 acres in tobacco. On the other hand,
increnses of 5,500,000 acrez have ocourred io tame hay,
§,200,000 in sweet sorghums for forage and hay, aod
7.000,000 acres in ennunl legumes. Comparsd with
1939, the 1940 acrenge of tame hay was increased
2,900,000 acres, swest sorghums 2,100,000 acrss, and
annual legumes 850,000 acres as agsainst decreases of
corn acreage by 2,000,004 acres and tobaceo by 590,000,
Acreages of cotton snd whont remained virtuslly un-
chenged, although these commeodities also present
seripua surplus problems.

Crop yields in 1940 were suhstantiﬂljr betbtar than the
year bafore naa.d surpassed the previous high aftained in
1837. Corn, rics, dry adible beans, sweat poteioces,
soyheans, a.n-:i cartain fruits wers excepiions to the gen-
aral improvement of yields, but the average for 28 erops
advanced from 113.5 to 118.5, comparad with 117.7
in 1987 {1928-32=100). KEspecially notable were the
1947 yialds obtainad in tobaces, cotion, oats, potatoes,
sugar beels, peanuts, and Haxsesd. Favorable rainfall
and temperattire conditions confributed to this im-
provement, but over the past few years the increass bas
besp due primarily to technological advances in plant
types and in farming methods, as well as to abandon-
ment and diversion of less produciive gereape fo non-
CTOp uses,

Tabls 3.—Hervaited Aeresds, Prodpetion, aid Yield of Stlecred Crops
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The incresse in yields has been marked in the ease of
crops aubjact to acreape reduction, so that the offect has
been to offset conziderably such acreags reduwetion, ss
shown in table 3. Cotton acrenge, for instanaa, was 41
percent leas in 1940 than in 1923-32, but the yield had
increased from 170 ta 252 pounds par aecre, with the re-
sult that the eotton arop declined only 12 percent.
Similaxly in the caza of corn, acreage reduction ampani-
ing to 15 parcent has resulted in ¢rop onriailment of only
about 6 peresnt. The over-all effect of improved yields
in 1940 over tha 1923-32 average has been to incrense
agpregate crop produetion sbout 3 percent despite
neatly 6 percent less acreage harvested.
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As the sbundant harvests of 1940 followed 3 years
of above-average crop production, erop soppliss are
generally at or near the lsrges: volumes of recent
years. Suopplies of wheat and osts are the largest
ginoa 1932-33, of barlay the largest on retord. The
supply of corn, although moderaiely lower than: last
¥our, is the second larpest sinoe 1932833, The prosant
cotton supply has baen excesdad only in 1939—40. Cur-
tailed azports, mereover, have laft 4 greater proportion
of total supply avaiable for domestic disappearsnce
in the crse of crops normally exported in considerable
vohme, The sstimated total suppliea {(varry-over plus
production) of leading crops in 1935-41 are shown in
table 4.
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Liveataelr and Livseatork Produits.

The volume of meat animals slaughterad in $040 was
subsisantislly lazgzer than in 1439, vs & result principally
of a 22 peccent increass in marketings of hogs. The
production of beef and veal under Foderal inspecton
advanced about 3 percent, and lamb and mutton 1 per-
cent. In consequence of the high level of corn prices
relative to hogs prevailing during the past yesr, how-
sver, the spring and fall pig erops were reduced 0 77.0
million head from 85.8 million in 193¢,  Slanghter sup-
plies of hogs in the firet § months of 1941 will be cur-
taillad sharply, possibly by 15 o 20 percent. Raported
intentions with regard to the 194] spring pig crop indi-
cate 4 further redustion which will limit suppliss in
tha final quarter of the year. On the other hand, feed-
ing operations have been increansed 11 peresnt in ths
cage of cattle and & percent in the coase of lambe.
Slaughter supplies of cottle may be only moderately
lazger until the late spring, when materially increased
supplies will be markated. In consequemce of reduced
hoz marketings, bowerer, total meat supplizss in 1941
probably will be somowhat wnder thoss available last
Veur.

The supply of poultry will alzo ha smaller in the first
half of 1941. Relativaly unfavorable price ratios of
chicken: and epps to fead indueced a reduction of 12
percent in the number of chickens raised Guring iS4,
The number of layers on hand in Dacember wns only .
slightly less than st the end of 1939, bui the number of
pullats to be added to laying flocks was down about &
percent.  Despite an anticipated decrease in tha culling
of flocks in responss to high ege prices, ege production,
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which increased 2 percent during 1940, probably will
be lower in the first half of the currant year.

Milk production, on the contrary, will confinues the
Hang trend in evidenos during receni years, 18 the
pmber of milk cows is increasmnz and fesd supplies
are abundont. The gain in 1940 over prodoetion
of 1933 was 2 poreent.

Agricnleural Exports.

In vontrast with the experience during the Werkd
War, when sgricultura]l exports more than Eripled,
foraign shipments of farm producis have been sharply
curtailed in the present conflict. Agrieuliuml exporis
in 1940 dadined 4o less than 520 million dollars from
£55 million in 1930 and an average of nearly 780 million
in 1636-38. By the late months of 1940, the monthly
volume had dropped te only about 26 million dollars.
Cotton gnd tobacco, which sceounted for 57 percent
of tha valus of sgricultural sxports in 1036-39, wers
nffectod most adverssly by the closing of export
markets. Cotton exports in the four crop years end-
ing July 1939 scepunted for mora than 40 peveent of
produstion, and Ave-cured tobacco sxports for 50 per-
cent of producticon.

Bhipments sbrosd of Unitad States sotton amounted
to 243 millicn dollars in 1539 and 214 millien in 1940,
In both years erports wers stimulated by an export
indemnity proeram of the Surplas Marketing Adminis-
tration, svailable from August 1039 to January 1940,
About 5,200,000 balez of cotton were zold for export
undar thi= plen. Export shipments of  indemmnity
cotton were lergely made in the crop year 1930-40.
Cotion exports in this period amounted to 8,920,000
bales (500 lbs.}, valued at 349 million dollors, 3 com-
pared with the total of 457 million for the two complete
colender years 1932 and 1540. Oun a mmonthly basis,
colton exporés dropped from €0 million dellars in
January. 1940 io 8 million in fuze, and since that time
have continued at extrentely low levels. In the cur-
rent crop yesr shipments are expected to be the
lowest since the 1560°s,

Exporta of tobacco declined o 77 million dollars in
1334 and 44 million in 1940 from an average of 145
million in the preceding 3 yesrs, Shipments of flue-
cured tobacco, the principal export crop, dropped 100
willion pounds from, 21988-39 to 108040 and are
expected to ba even loweric $he current crop year unless
arrangements can be made for Great Britein to take &
substantial proportion of stocks now being held for
British account by the Commodity Cradit Corpora-
tion. This credit agsncy purchased 160 miliion
pounds of the 1828 crop of flue-oured tobacco and 205
million pounds of the 1040 erop.

In addition to eotton and tobacco, virtuslly every
othar category  of agriculiural exports has declined
severely as a result of the war. Excluding cetion and
tchaees, agricultural exports approximated 261 million
dollaze in 19040, comparsd with 335 million in 1939 and
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318 million average from 1934 to 1938, By tho elosng
months of 1040, the monthly rate was less than 18
million dollars. In the case of most other crops and
livestock produsts, however, sxport markets are of dis-
tinetly secondery importance &5 compared with domestic
demnnd.

Agriculiural Prices and Income.

Prices received by farmers for agripultural products
rose more then 5 percent frown 1932 to 1940. This gain
is attributable, in the main, to improved domestic de-
mand. In the casa of sevarzl crops, loar rates were also
set moderately higher and surplus-removal operations
of the Surplus Marketing Administration were in-
cveased, Bizable sdvances ocourred in nversge prices
of rrains, cotton and cottonseed, truck crops, snd dairy
products. Meat-animal prices, on the other hand, aver-
aged moderately lower, principelly by reason of large
supplies and reduced prices of hogs. The high point of
farm-product prices subsequent to the cuthreak of the
war, recorded in February, was equaled again in De-
cember. Between these 2 months, however, orop prices
reseded while livestook product prices advanced.
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The behavior of prices in the case of a number of
imporiant crops is inflienced by lean oparsticns of the
Commodity Credit Corporation. 'Whils season-aver-
age farm prices do pob show an exact correspondance
with Joan rates (because of regional and quaslity difiar-
entials), the latéer clearly suppor: farm prices, as
potentially price-depressing surpliuzes move into loan.
Moreover, supplies are available from loan stocks af
redemption velues (foon rates plus costs) fo mest
inoreasing demeséic demand, thus moderating price
advances. :

In the case of most livestook produects, on the other
band, supplies are relatively inelastie. Futhermore,
livesioek-product supplies tn 1941, with the excapiion
of dairy products, are expeoted o be somewhat redusad,
in contrast with the gemerslly ample, end in several
instanoes sxcessive, rop supplies. Az e oohssquenca,
livastocl-product prices have proven more résponsive
than crop prices to improving domestic demand during
the lattar half of 1540.

Higher form pricss, larger crop produstion, and in-
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eregsed livestock-produet morketings increased cngh
procaeds from the sale of farm products to npproxi-
mately £.4 bitlion dollars in 1940, 403 million more than
in 193%. Farmers received substantially larger cash
income than in 1239 from both crops and livestosk
products.  With the addition of Government pay-
ments, cash farm income for 1940 was the second highest
since 192% ar 4 only elightly below tha 1937 toéal. The
cash farm income of 9.1 Billion dollars (including
Government poyments) realized lasé year has heen
excaeded by sizable nmounts in only twoe periods since
1910—in 1817-20, when income nverazed 12.8 billion
dollars, and in 1923-29, when the average was 10.6
hillism, In Lotk pericds, formers paid substantially
higher prices for commodities used in farm production
and for family maintenance.
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The index of income from form marketings, chaxted
in figure %, rose from an average of §9.2 {1924-29=100)
for the first 8 {pre-war) months of 1939 to a high level
of 4.0 in February 1840, then declined to 70.0 in Juzne.
After remaining at 71.0 in July and August, the index
advenced in the seasonally important closing months of
the yoax. The rata of cash receipts {exeluding Govern-
ment payments) in Becember equoled the sensonally
adjusted February lovel of 84.0, and averaged $1.3 for
tha final quarter. Frospoets at present are for further
geing in 1941, with materially higher livestock-product
prices and income.

Farm Commodicy Loans and Swurplus Removal,

The Commodity Credit Corporation in connection
with its commeodity lean and purchase programs has
accumulated, or Js in the process of acenmulating, very
considerabla farm “ surpluses,” as illustrated in tha case
of cotton, corn, wheat, and tobacco in figure 10. More
than 2.7 million bales of the 1940 cotton ¢rop have been
placed under loan, and & major port of this cotion is
expected to remain under loan next August 1. At that
time it iz estimated that Government-owned sud loan
cotton will appreach 11 million boles, approximating
the record Commodity Credit Corporation stocks of
August 1, 1938. The current corn loan of 61 cents per
busghel will ba availoble until September 1941, and moy
rezult in the sealing of 150 to 200 million bushels, Corn
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owned or sealed may amount {o the record toial of 600
million bushels on October 1. Wheat loens on the
1940 crop approximated 275 million bushels, of which
possibly no more than 100 million bushels oy be
redeemed by July 1, indicating thet the Commodity
Credit Corporation probably will earry over a sizabla
quantity of wheat for the Fret time. In fhe case of
flue-cured tobaceo, moreover, the Commodity Credit
Corporntion is currently holding about 360 million

.pounds (farm weight) of the 1939 and 180 crops,

earmarlted for subzequent sale and shipment to British
burers.
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Tha acenmulation of agricubural supplies through
loan operations has eerved to- support form income,
especially income from crops, and to dampen both
downward and upward floctuations of income. As a
regult, crop income canmot be expected in the prasent
situation to respond as readily to Improving sconomic
conditions os incomsa from livestock products,

The Commodity Credit Corporation lozn and pur-
chase programs implement the operation of the *ever-
normal granwry.” Supplics of cotton and certain
tobacco types, however, are npporently exeessive, and
corn and wheat reserves at the end of the eurrent @op
year mpy well prove excessive also. Swrpluses wme
indicated in the case of o considerable number of other
sgricultural preducts.  Agriculturs] surpluses are deadt
with, of course, not only through commedity loans,
but also by memns of produciion adjustment and con-
trel and surplus removal,

The renoval of farm surpluses is corried forward by
the Swrplus Morketing Administration through {13
direct purchase and distribution, (2) domestic diver-
sion, {3} export indemnities, and {4} food- and cotton-
stamp plexs.  As an aftermath of the New England
hurricane, the Surplus Marketing Adminisération also
undertook o honberealvage program. The incransing
magnitude of these programs may be indicated by
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expenditures (see table 7} of 199 milkon dellars in the
fizeal yoar 193040 in contrast to 110 million in the
preceding year and 22 million in fiseal 1936-37. Out-
lzys for this purpose may approximate 255 mmillion
dollars in the current fiseal year. Expenditures for
direet purchase and distribution, amounting to 118
million doflers in 193940, will ba reduced this year,
whils the consumerstump plens initinted in 1939 arae
being steadily expandad, Export indemnities in the
currept fisenl period will drop meterially below the
53 milliors dollars paid to stimuvlats agricultural exporis
flargely cotton exports} in 193940,

HILLIQKE 4 BLEF
'on L

COT TN, AMEriasy

Flgute W.—Commodity Cradit Corporstlon Stocks {Chwoed or_ Fledged
lﬁlnde:mmct-::: 'Gl:gllnm‘ Luan; and Dibor Unilged Soares GEM:E of
Axgrerepn Cottod, Core, Whiat, Flue-Corg:d Tohae s, 1937=-41.

Nore —Ema of ..'ng-m cotlnn o Augva 1; mn DnM'bcr 1; wheat mld e

cured prbaces, Tuly 1. I:Ilnrlll ILon0a wre iroi Kby ﬂ'!.mtm &k
ealiieg, Augsnred tokaseq for 141 whinhiaumﬂated by ihe 1. B Dnmrp
ment farite,

The direet purcheze and distrvibution program and,
more reeently, the consumer-stamp plans are dovbtless
of greateat interest from the standpoint of the Notion's
well-being, since the rationale of these programs is
fo incronsn the domestic consumption of ngricultural
products among low-income groups with the object of
corTecting importont dictary and other consumption
deficicncies, By December 1940, the food-stamp plan
had been extended o 231 Iocal arens and 2,822,000
participants, who received chout 8,588 thousand
dollars surplus commodity stemps during the month.
The eventual inclusion of 4 to 5 million persons in the
food-stamp plan is projected at the present time,

ceding fiagal yeer for dellvory
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involving the issuance of an estimated 9.5-11.5 mil-
lion dollare of surplus commodity stamps monthly.

Consumption
Retail Distribution

Met sales of retailers in 1940, as cstamated by the
Bureau of Foreign and Domestic Clommerco, amounted
to about 45,600 millicn dollars, according to data now
available. This represente » rise of 8.3 parcent over
tha 1938 total of 42,024 million reportod by the Bureau
of the Cenzus.

In ferms of the physical quantity, not only the 1040
total but the per eapits volumae of goods distributed
oxceedad that of 1928—ihe year in which dollar
volume of poods sold waes highest. The 1929 dollar
voluras was 45,330 million dollars, § parcent above the
gstimnted dollar wolume in 1940, for a per eapita
average of about $398. Beeause the population roze
approximately 8.3 percent betwesn 1929 and 1940,
astimated sales in the latter year were only $345 per
person, or 13 percent less then in 1929, Ketail prices
of consumers” goods, howaver, fell considerably during
the intervening ycors. For example, food prices
aversged 27 percent Jower in 1840 then in 1829, cloth-
ing prices 12 pareent lower, and prices of kouse furnish-
ings 1} pereent lower.  The cost-of-living index of the
United States Department of Lnbor avernged 22 per-
cant higher in 1929 thon i 1940, and, while this indes
was not designed to measure changes in the Jevel of
retnil prices generally, it may be used as n rough
gpproximation ta such o messure. CorTeeting per
cepita splea in dollar terms for chenges in the cost-of-
living index would indicatc that per capita sales in
1040 were £ percont higher than in 1929 on & physical-
volume bnsis. Az the cost-of-living index includes
the relatively inflexible itarna of rent and services, ik
probably &ends to understate the decline in retail
prices of commoditics. Hence, the incrense over 1929
in physicel volume of goods sold per capita m 1940
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was probably geeater than the indicated figure of 6

percant.
Eatimoies of the dollar volume of retnit trade in 1940

by lines of business are shown in table 8, together with

preliminary Census totals for 1939. The table reveals
that increases were acored in sll groups, from less than
1 percent for generg] stores to 25 percent for the auto-
motive division. It is significant that with fhe excep-
tion of besr and liquor stores, which have shown an
almest unintarrapied sacnlar rise in sales since repeal
in 1933, the largest three percentoge increases o 1940
wers in the aubomotive group, jewelry stores, and furni-
ture snd honsehold-equipment stores, involving durable
rather sthan nondurable goods, and involving also goods
tending foward a loxury character. 'With risieg income
and employment, permitting higher levels of consump-
tion, greatest relative sales increases may logically be
expected i goods of this kind. Dealer sales of new
passenger automobiles in 1940 amounted to 3,462,000
units, a rise of 27 percent over the number zold in 1634,
Ths dellor volume of 1940 sales was more than 2,600
millicn dollars, or abont e thivd higher than in the
preceding year, indicating a rise in the average price
paid per car.
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BRelative increases in general-merchandise sales were
ronighly similar {or all divisions of this group, ranging
from 4.5 percent for catalog sales of mail-order houses
W 7.0 percent for department stores. Since 1920 the
various clagses of ganernl merchandize salsz have ax-
perienced divergent trends, as figure 11 shows. This
figure portrays praphically the fact that, evan without
correction for price declines, catalog sales of mail-order
houses and sales of variety stores were hizher in 1840
than in 1928. Larget mail-order (catalog) and variety
sales have cut méo the deparimeni-store, dry-gooeds,
a#nd general-merchandise group’s market to some ax-
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tent; the latter group accountéd for 79 percent of total
sales by the general-merchandise group g= » whole
1929 and T4 pereent in 1840. Moreover, if selea of the
retail stores balonging to msil-order houses be deductad
from the department-store group (in which thay are
mcluded) the relative deeline m the department-stors,
dry-goods, and general-merchandise group is even more
maried.
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Altkough retail wends within the vesr were some-
what mixed, with no clear-cut tendency beiny mani.
fzsted in eomme months, the principal patiern was thet
of slight decline in the first half of the year, followed
by marked expansion in the latter half. Thus, depart-
meni-store sales, after adjustment for seasonal variae
o, averaged 3.6 percent lowsr fn the firat half of 2040
than in tha last quarier of 1939, but in December 1940
were 12 percent above the average for the first 6 months,
Thiz general pattern is obeervable in sales by other gen-

| sral-merchandizs stores—variety chains wad mail-order

houses—and such other reteil divisions as apparel and
furniture. As would be expected, the dollar volume of
grocery and restaurant business did not recede so notice-
ably at the begmning or rise so much ot the end of the
yeor as did that of general-merchandize stores. On the
adjustad basis, sales by certain retail! divisions—con-
spicucusly the antomotive group—-—not oniy held pre-
vieus paips in the opening months of the year but alag
seored signal advances. The Deportment of (Com-
meres adjusted index of the velus of passenger cars sold
avaraged 84 percent hizgher in the first quarier of 1940
thon in the same period of 1959, and was above the
averape for any previous first-quarter except 1920 and
1937. Lasi-quarter snles in 1940, aceording fo the
adjusted index, were exaseded only by those of 1920
and 1936,

Consumer Credit

A contributing feature of the 1940 retsil trade ad-
vanee wins the substantial incraasa in each of the two
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broad . classes of coosumer cradit—cash lending ond
retail credit. In recent years more then 30 percent of
yetail sales have been made on ecredit, two-thirds of
which were cheracteristically on open sccount (reguler
charpe accoumt), the remainder being instsllment
trapsaciions. At the end of 1940, outstanding indebt-
pdnesa on open aceount is estimated $o have been about
2 billion dollars, most of which was to ba liguidated
in 60 to 20 days, being replaced, of couxse, by new obli-
gations. Estimates of the total volume of open-account
credit granted during the year are less accurate than
estimates of installment credit, bist it may be roughly
put at  billion dellars for 1840, about 10 percent higher
than in 1939.

Although the aggregate value of mstallment seles is
smaller thon that en open seocind, such sales exersize o
areater effect on the level of business activity, giving
rise to conswmer debis of comparatively long duration
whiok muet be liquidated from futurs income. In 1940,
installment aales ¢onbtinned the upword movement
initiatad last year, renching a volume of approximately
5000 million dollars—an inorease of 20 percent over
1939 and § percent shove the 1937 figure of 4 600 million
dollare. Though 1940 installment salss had an aggre-
gats valua 23 percent below the all-time pesk of 6,500
million dollars in 1929, the phyzical wolume of goods
sold in 1940 uwnder installment plans showsd a much
smallar change. Aeinal indebtsdness of consumers
arising out of installment purchases was approximataly
3,000 million dollsrs at the end of 1940. About 50 per-
cont of this wsa dve on automobile contracts, ihe
laxgest part buing with sales finanes companies,

Cash Loans.

The bulk of retail sales arising from fnstalimens re-
payment crodit is financed sither by retailers themselves
or by apencies speciglizing in sgles fingneing, Perhaps
as much a3 two-thirde of loans mada by personsl-finance
companies ara for purposes other than the original
purchase of goods. However, small-loan agencies of
various types, including personal-lozn departments of
commercial banks, have made steady advances indo $he
field of retail financing through direct cash loans to
CONnSUIeErs,

At the sod of November 1940, instaliment-loan
outstending= of regulated small-loan companies and of
industrial-bunking companies totaled 765 million dol-
lars, indicating that the 1940 volume of these loans wilk
ba 12 {0 15 percent above 1939, Consumer loans of
industrinl-banking companies and personal-finance com-
pnoies are belisved to rapresent about 50 percent of the
total made by all consumer-financing agencies, Thus,
consumer indebtedness on cash loans, including those
extendad by personal-fmance and industrial-bepking
companiees, credit unions, personal-losn departments of
commercial banks, and unregulated lenders, and also

SURVEY OF CURRENT BUSINESS

19

including FHA (title 1} loans, was roughly estimated to.
be 1,600 millicn dollars a1 the close of 1940. Thizs may
be compared with 1,126 millions at the end of 1937 and
634 millions at the end of 1950, the latter being some-
what higher shan the figure for 1929. The growth of
consumer loaos to recard levels in the past decade may
be mitributed in somea measure to tha pressure of
private capifel seeking profitable investment in that
channel, the various fnaneial groups interesied having
materially aided the popularization of consumer

bormowing,

Wholesale Trade

In the field of wholessle trade, 1940 date ware
avaifable only for service and limited-lunoticn whole-
sale firms, which usually aceount for about two-fifths
of the total business, Sgles by these sroups In 1540
are estimated at 26,500 millien dollaxe, 12.5 percent
more than those in the preceding year. Aain the case
ol refailers, all groups within the service and linrited-
function clasa showed increased bLusiness, though ad-
vanges in individugl lines varied widely in magnituds
from 3 percent for groceries and foods to 28 parcent for
auntomotive supplies, 30 percent for mets] ond metal-
work, and 30 percent for waste materials (including
serap), Following the three last-nnmed groups the
naxt largest inerease was in the composite group for
machinery, equipment sod supplics. Moreover, whole-
sale businsss in slectrical goods and jewelry also rose
substantiplly, Henos, the genaral inoreass was simi-
lar to that in retail trada, being pacad by sales of dur-
able goonds. Among nondurable goods those that
showed the greatest increnses were coal and coke, baer,
wines and liquors, and paper and paper products, |

The risa in estimated wholesale trads was groater
than the advance in retail sales during 194D, This
mey bhe dus in part to the difference in statistical cover-
age of the two Helds, the retail sstimaies representing
practically the antire figld of retailivg, = opposed to a
coverage of less than half of the wholesale field, A
mora likely explanation, howaver, iz that wholesals
busziness can he expected to fluctuate more widely, as
wholesale $rade reflects mot only the trend of reteil
sales but also incresses or decrenses in retall inventories
and (to tha exitent that manunfacturers buy from whole-
salers) increases or decreases In manufacturers' inven-
bories,

Tha combined index of wholesale commodity prices
of the United HStates Bursau of Labor Stadistics aver-
aged 2 percent higher in 1940 than in 1929—indicating
that the nse in the dollar volume of wholesale irada
slightly overstates the inereass in the physical volume
of goods sold. The estimated inorease in retail seles in
1040 was likewise affacted in the sama direction, owing
to atrengthening of retoil prices.
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Inventories

Although the expansion of business eetivity during
1840 wqs dominated less by accumulation of inventories
than had been the case in both the 1939 and 1937 up-
swings, the net incregse over the year was & considerzbla
ohe, A general lengthening of commitmanis in the fall
nod winter months, superimmposed upon the increased
stocks technically required by the amme program and
the axpanded volume of consumption, raized in ventories
to an unusuplly high level. Much of the rise ooourred
in manofacturing induvstries, as shown in figzure 12,
wheare inventories are estimated to have inereased by
about 1,200 millicn dellara. Net accumulation by
retailers and wholesalers was also substantial, stocks
risihg by 274 millien and 120 million dollars, respes-
tively. The velue of tolal mventories at the end of
1940 is oatimated af rovghly 20,600 million dollars as
giingt 10,300 millien o year previousdy, & gain of 7
percent, The physical incrense was somewhat smoller
than thiz a3 & result of n I percent rise in wholacale
pricas.
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It will be recnlled that the industrial advance in the
final quarter of 153% was chisfly engendered by o wide
inventory movemant. Stocks wolued at more thon
1,100 million dollas were added by manuafucturers at
that tima, The {further delivery of orders placed dur-
ing the fall buying wave eontinued this accumulntion
into the first quaciar of 1940, though at a grently re-
duced rate. Despita intensifieation of the war, the
second quarter proved to be one of modest liguidation
in both moanufacturing and @ade inventories sz busi-
ness viewed with Jess optimism the prospects of lnrge
war demand. However, gven in June, when liquidn-
ticn had ran its conrge, stocks wers slishtly abova thesa
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ai the end of 1939, and of cowise were much abovs
pre-war lavels,

It was in the second 6 months of 1040 that recewed
accumulntion developed, reaching Jarge proportions in -
the fimal quarter when manufacturers invested sabout
700 million dollars in additions] inventory. The basis
for this geeumnlation in the latter part of 1640, as well
as its form and its relation to the cyelical movemant of
business, differed markedly from the inventory upswing
in late 1939. These questions have been discussed in
detail in the “Iniroduction” to this Review, deseribing
the cyclical development of business during the year.

The rise in manufaciuring inventories during 1940
was largely attributable to the durabla-goods industries.
Holdings by manufacturers in nondurable-goods lines
were only 3 percent higher at the end of the year than at
their earlier peak in Februnry, while holdingz in the
durable - goods fields — including ifron and ateel,
tnashinery, automobiles, and other transportation
equipment—wera 12 percent higher. The lergest
ingrense in the final quarter was in the transportation-
equipment group, which included important and
expanding defanse industries, such s shipbuilding, air-
craft, and railwey equipment, Expanding ordnance
proditetion, reflected initiglly in accumulation of stooks,
was mainly responsible for the increase in the rallway-
aquipment division.

In the retail field, year-end to yenr—end inventery
changas ranged from a drop of 2 parcant for dry-goods
and peneral-merchandise stores to an inerease of 22
percent for motor-vehicle dealers, The latter gronp
ineludes some uzed ears and equipment, 52 well as new
cars. New-gar and truck inventory alene advanced to
a much grenter sxtent, being 50 percent higher at the
end of 1040 than a year previously. This reflacted a
number of factors, mcluding the anylier change-ovar
ta new models and the special situation ereated by the
defense progeam, which provided automobile manu-
facturers with an ineentive to build up stocks as quiekly
o2 possible. Tha nef rise for the year in retail inven-
tories, exclusiva of those in the hands of motor-vehicle
denlers, is estimated nt 2 pereoné. To dollar terms this
represents an pecumulation of slightly more than half
of the ineraese for all ratailing, sstimated at 274 million
dollars,

Construction

Construetion. expenditurss in 1940 ware moderately
larger than in 1939 and well above any of the annual
botals from 1931 to 1938. At 9,985 million doliars,
agcording to prelimingry sstimates of the Department
of Commerce for total public and private operations, .
the nmounts expended for construction in 1940 con-
tributed mignificantly o the stremgth of the genera)
business situntion during the year. Allowing for lower
consiraction costs now ns against predepression levels,
the physical volume of construction in 1940 may have
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gmounted to s much as savem-eighths of the annua
volume during the peale years of the 1920's, Tota
doilar expenditures, however, were loss than thres-
* quarters as large. Annual construction estimates are
presented I summary form in teble § and shown
grophieaily in fignre 13

Tably YeEctionbed Valoe of Prlv‘t.l and Poblle Constrection, Including

New Conateoeton, Mulotiopnes, gnd Werk-Ralal Conrtrocthon 1
[Tt ioees of doflars]

Item V-0 | oy | poss | 1oar | rome | 1eme |mape
oo TOLTEE | 5,060 | 3300 | 5,470 | 5 1B® F6.002 ( & 5B0
. %3&3 3, 787 | 3,0l 3.#‘&3 3,07 (23488 | 4, 031
Y BN 209 | LOE [ 2117 |[2908% | L5
218 | 133 T a1 LI | 1148
g | 460 | X8| 1,184 | LoW [*I, 1, o
Tork-reliel comebroctlon, .

Forlernl 4 4| TiE | LMZ{ L0901 | B0
Malnlenaoee, tobal_ ... 3000 | L V62 | L W3 | B6T0 | 2 80T | T 66T B
Frivabd. . ...... o RIND | LLZB )1 006 | 1, BM | L6 { 1, 820 %a&u
Fubliet...... . ) a2 1) o] = T 50
NrFedernl T S8l L1 i ] [ 14 i a5
P B «“ [ -] [ rl] i) 13
. 15,863 | 5913 | 3,04 | B, B2 | B, BZG QB671 %m
- ML EGB )| I BEG | 3200 | D BT | & B35 (o305 881
| BRI | HA18 | LBST | 3557 | & 05 P &,3688 (41
2808 | 1,805 | 1,292 | 3,58 km 11,09 | LRI
2 [ sa| o | hoe | ZIm pIase l wi
" Compatabl daln pofog wiily 1903 an Avalluble I Constructlon Activity Io
v Uglted Sgates, |A-AT, Domedn Copuaers Borties Mo, 5, smupplkown ‘}lsg
“Estimates ff Comayipotion Actlvlly,”” Snrvey of Ourpot, Busigsn, gq;t:mhlr it 1

mm; Prﬁiugmumr Ty the Burcau of Foralpn Domogide Comtared,

:gfamdladﬂuﬂd.un tetwoen non-Fodersl and Federal 18 made oo cbe Bealb of Kbe oltd-
meite sowared of (aoda for ik work. | Bea tabla Il
IS Co e el R e
Creat Busiveks Septembor 196,

Bipnifieant chonges took place In many of the
components of the construction total between 1939 and
1940, alihough the over-sll incroase amounted to only
2 pereent. New private construetion advaneced more
than one-half billion dollars—a 18-pereent rize fentured
by 4 12-percent inorense in residential bailding ond p 65-
percent gain in factory construction. Tn 1940 bath
new private residential building and new factory con-
etriction were at alightly more than half of thair
1926-29 averages, although the former was nearly

eight times its 1934 low ond the latter more than four
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times its 1932 low, Expenditures for public sonstrue-
tion, on the other hand, wers reduced by more than
200 million dollars between 1929 and 1940. The de-
cline in the public ¢onstruction totnl may be asoribed
te curtailment of work-relief conatruction, since this
typa of setiviiy fall off by 227 million dollars. New
public epnstruction, exelusive of work-relief, showed
little change in totsl despite s proncuacced shift in
compaosition. The FWA program, after contributing
strongly to publicwork expenditures of 103%, was
snhatanfially completed in the first half of 1940, and
expenditures for non-Federnl construction consequently
fall sharply as hetwean 1930 and 1940, The affsat was
provided by the national-defense constroction initiated
in the second half of the year.
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Tha data presented in table 10 are estimates of the
annugl value of construefion work performed, s
measired by actual expenditures for labor, materials,
and other items. Construction may also ba measurad
in terms of work inifiated during the yaar a2 shown by
available ¢urrent series on contracts awarded or build-
ing parmits granted. Monthly indexes of the value of
aonstruction contracts awarded, for total construction
snd resideniial consiruciion and adjusted for seasonal
varintion, are presentsd in figure 14. The index of tha
total dedlined in the esrly months of 1940 to a low point
in March 1940 which was slightly under the 1939
minimum reached in the middie of the year. Beginning -
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in June, bowever, total awards expanded shearply, and
by the and of tha year they had aitainad the highest
leval sinca 1830, 'The increase in the sacond half of
1840 corresponded in its general mspecis to the ries in
eonstruction awards thab ocourved in the last helf of
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1938. Tt is noteworihy, nevertheleas, that the advance
in the latier part of 1938 was due almost entirely to the
Isrger volume of public eonstruction awards undec the
FWA program, whereas the expansion in 1940 is at-
tributable in considerable measura to the greater volume
of public awards under the national-defense propram.
Incraased awards for private residential, commersial,
snd factory building construction also sontributed to
the geins made in the last hali of 104),

A substantial volume of construction on which work
had started was oarried over into the early months of
1841, Construction placed under coniract in Jaouary
1841 conbinued active, sccording to the data com-
piled by the F. W, Dodge Corporation, and was sunning
wall ahead of lest year. Additional defense construe-
tion to he placed under contract in the esrly months of
the yoar should be nofed, and rising nationsl ingome
and increesed industrial activity may be expacted to
gbimulate the demsnd for pnvata construction, both
residential and nonresidential, Consequently, baming
a substantin! advance in costs, » considerable inerease
in copetruction volume may be anticipated in 1941,
and total construetion sctivity may well axeceed 11
billion. dollars.

Residential Constrmotion

Expenditures for new residential consiruction in
1840 pre estimsated at 2,277 million doflars, an increass
of pearly 17 percent over the pravious year, The
expansion iz 1940, a3 shown in table 10, was made up
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of & gain of 12 percent in privebte vesidential work snd
an increasa of 147 peroent in publicly owned residential
construction. The increase in public residential con-
struction reflected mainly the further expansion of the
Tinitad States Housing Authority program and was
largely independent of aciual expenditvres under the
defense housing prograta imitisted in the latter months
of the yesr. Now privaie residentis]l building in 1940
continued the upward movement that carried con-
struciion expenditures of this kind from a low of 272
million dollers in 1934 fo 2,077 million in 1040. The
1940 rise is explainable in part by the expanded national
income $otal—higher then in any year mince 19280-—in
part by the ahsence of & sirong npward movement in
residential constraction voste, and in psrt by the con-
tinuad accessibility of funds for financing home mort-
gages as indicated by the maintenanse of low interest
rates. Moreover, vacenoy surveye during 1940 showed
no marksd ineresse in the proportion of vacant resi-
dential unita.

Monthly residential building awards adjusted for
seasonal varigtion, shown in figure 14, ross rapidly in

the first 3 months of 1940 to & point well sbove the penk

reashad in the latter part of 1939. The rise in thesa
swerds during 1940 was almost identioal with that
during 1938. In both years awards rosa rapidly in the
first 8 or 0 months, leveling off to some axtent in the
closing months of the yemr. During 19388, however,
regsidential awmds sdvanced from s relativaly low vol-
ume, whereas in 1940 the ioorease in awsards began
irom = level approximating the highest point reached
in 1938,
| Work wes started on approximately 545,000 new
dwelling units in nonfarm sreas of the Uhited States
during the year, according to estimafes of tha Burean
of Lobor Statistice—an incvease of 17 percent over the
1939 total of 465,000 units. The 1940 figures set &
12-year record and sxceadad by almost 10 percent the
1929 total. The increase in the number of units
started occorred mainly in privaiely financed resi-
deniiel consiruction, However, the volume of public
residential comstzuction started was moving upward
toward the clese of tha year as & rasuls of the defense
housing program which was responsible for 23,000
Federally financed units wnder way by the end of
December 19401 The Federal Housing Administrs-
tion considered 1940 its most active year and indicated
that apprexmmately 173,000 pnvately financad new
homes were startod under FHA inspection last year,
comnpared with 142 000 in 1939.

The outlook dor private residential building in 1941

1T bt iiuren for Ebee norker of dwelling omdis steried soe ook comprabbe witd the
eptimates of the volut of work dons Juritg the Fear, heagh ther serns s fba hesa
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abter 19 ke valua of ok doos, ss mesnosd by pepensdiiugs Fof mpteialn, laber,
i otber 1y, In addithn, (he vales estimage indode nonbéoswberping rei-
dembial strostores 2ol SddiHome to e danbie) Stoooril, whidn w ok sovared by
bt wstitintes of S0 neewiber of fpity dwalling owits oo which constrostion wi
parted.
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ig favorable, and a further rize may be expected if the
factors that affect this type of activity continve their
present trends. Since it is unlikely that the influence
"of an increased nsationsl income in 1841 will ba com-
plately offset by & gemeral price advance sufficient to
reduce tha family income that is available for shelter,
it is guite posaible thaé 1941 expenditures on new
privale residentis]l copatruciion may exceed the 1930
total of neerly 2,200 million dollers. If, however, the
costs of consiruecting residential buildings should
inereasa sharply, perhape becouse of the introduction
of prioriiies or rationing of construction materials, the
outlook for & continued rise would be less favorable.

A decided expansion in public residential construc-
tion expenditures seems likely in 1941 in view of the
large appropristions already made for public housing
as par of the defenze program, Approprnations total-
ing 240 million doilara are available to Federal agemcies
for ths consiruation of public bousing units in this con-
pecticr. An additionsl 10 million wes advanced by
the President to The RFC Mortgage Company L6 pro-
vida equity capital for investmant in hovsing projects.
Pert of the 240 million dollare was provided in & sup-
plementsl Avmy and Navy apprepriation bill which
made 100 million available to the President for alloca-
tion to the War and Navy Departments for the son-
struction of housing units on or near military and naval
egbablishmant:, or near induvstria]l plents engaged in
defensa gotivities. In addition, the Lanham Act
fPublie, No. 849, 76th Congress) made aveilable 150
milliom dollars to the Federal Works Ageney to provida
houging for defense workers, 10 million of which was
Tor reimburasreent of fonds previowsly adeanced to the
BFC Mortgaga Company, The United States Housing
Auvthority still has & substantial volvmes of worl: to he
complated, and it is estimated that axpenditurs by
loval housing authoritiss for USHA-alded projects will
ba about 30 percent grester in 1941 then in the pre-
ceding year, Under special powars, this egency has
been able to allocate approximataly 41 miilion dollars
of its funds fer defense hovsing consiruction,

FPrivate Nonresidential Constraction

Private nonrssiden tinl constroction totaled niore than
950 million dollars in 1940, compared with 785 million
in 1939-——tha sharp increase in factory consiruntion ex-
penditures and & moderats increase in commercial
building aceounting for most of the gain. Other types
of private nooresidential building, such a=z educationsal,
religious and memorial, hospital and institutionsl, and
eocizl and recreational buildine—tha volume of which
has varied little during recent yearz—showed little
change or dechined moderately.

Expenditures for new factory vonstruction, sxclusive
of public projects under the national defense program,
&re estimated at 337 million dellsrs for 1940, an increase
of more than 68 percent over the preceding year's total.
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Tespite this siriking advance, private foctory constrae-
tion was sbout 14 percent below the 1937 total of 391
million dollers end was less than one-half of the 1629
peak. Further large gaing are expected in 1941, since
only the initisl effects of higher industrial activity and
defensa preparations wera reflected in actusl sxpendi-
tures for new plends during 1940,

Factory construction awards under stimulus of the
national-defense program were of unusually lsrge
volume in the last half of 1940. In both November
and December factory building contracts awarded in 37
States roported by the F. W. Dodge Corporation were
larger than in any month since 1925 when thess dats
were fiast reported. In the lsst 6 months of 1040 total
awards for this type of construction, inclding public
projects noted helow, were three times the volume of
awards in the fst half of 1040, In view of the large
volume of work atarted ag the end of the year, a con-
giderabls expansion in actusl construction oparstions is
already indiceted for the early months of 1941,

Clommercial building operations increased 17 percent
from 1939 to 1940—mger construction expenditures for
store buddinge, garages, and service stations being
vhiefly respunsible for the gains in this eategory. Ve
cancies in office buildings eomtinued high, the National
Associntion of Building Owners and Managers reporting
that 18.7 percent of office space in 111 cities was vasant
on October 1, 1940, This relatively hugh rate afords &
purtisl explanstion of the continued low level of this
type of construction aetivity in most arens of the

couniyy.
Public Gmtruﬂ:i_on

Ths year 1940 witnessed important developments in
public conztruction. It mariced the virtual eomplstion
of PWA projects dering the first hadf of the year and 4
subsaquent large-scale axpansion in militery and neval
construction. Tha Faderal Goveronment for the firse
time embarked on extensive construction astivities to
provide facilities for the manufacture of essentisl war
meterials and, a9 already mentioned, further enlargad
its honsing program.

Totnl public construction in 1940 did not attain
ita 1930 peak because of declines in PWA constroction
expenditures snd in work-relief construction. The de-
cline in expenditures on PWA projecta is evidenced by
the drop in new construction expenditures jor non-
Foaderally-owned projecta shown in table 11 from 2,034
million doltazs in 1939 ¢ 1,350 millico in 1940, On
the basis of ‘“‘reported project costs,” as compiled by
the Public Works Administration, it iz eetimsted that
expenditures on PWA non-Federal projecis were a
little meora than 400 million dollers in 194¢, conpared
with mora than 1 biflion dollars in 1939. Work-relief
sonstraotion fell from 1,082 million dollars in 1039 to
305 million jr 1944,

Direct Fadaral construction, 8 a result of the growth
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‘Table 10 —Egtimated Valow of Now Fublic Gm.‘atrut.'tlun Activlty, by
Ultimzte Sowrce of Fonde and by smership
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in defense activitiss, incrensed almost 450 million dollars
in 1440, but this gain was not sufficient (o offset the
declines in other types of work, As mar be seen from
figura 15, most of the Inersass was in military and navel
construction (including productive facilities), which
totaled 475 million dollars for ¢he year. Delense con-
strection aceeunted for approsimaotely ome-half of all
direct Federal construetion work, wherees in the prewvi-
ous & yemrs military and naval construction averaged
only 12 percent of all direct Federal work.

In view of the voluma of work remaining unfinished
ot tha end of 1040, the value of construction to ba dona
on defenzs projects, ineluding defense housing nctivi-
ties, during 141 i5 likely to exceed 1 billion dollars,
even without additional appropriations. The National
Dafanze Advizory Commission ssfimated that the en-
neted program for defanse construation, as of November
0. totaled almost 2 billion dollare. This includes 631

AR
s o oouams

F AL PR

ol INE_B
922 3 M 35 I8

Flgtre 15 s=Egtleoaced Diract Folecal Fobllc Worke Expendituran, (9324}
& - {tf. §. Dopariment of Contoverca)-

Hm—- o do nod fachedy Pobills Werks Admindilrarion grants and las for
Failer e Tulied Skases Houslng Aushor-
Tt B R SL RR Sl! e Bousas

million for cantonmené construction; 520 million for
the construciion of “productive focilities’; 337 millior
for air bazes; 258 millicn {for sesoonst defenses and other
military construction; and 240 million, for defense hous-
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ing. Other Government-financed construction activi-
ties related fo defense will further inoresse the volume
of construotion in 1941, The Reconstruskion Finance
Corporation hes authorized loans of 175 million to
private indusiry for the construction and equipment of
mahulfacturing planis, most of whish have besn made o
firms produecing siteraft snd related products.

Costs of Material and Labox

While there was g fairly substantisl rize in construc-
tion costs during the latier months of 1920, thera was

1324 = D0
140

14

1T A7T
ﬁ,-f-’

20

[ FETEEERET RN RRRRTICTET SRR RN FNERRIRRRETEET IR ] ETT L INT RN
1353 [T.5r) [ECT) 158 % [EFTL)
AR -y
Flgure 16, —Ipdoxen of Fhilied-Labor W Rates. Common-Labkar Wape

T I R T
Littla evidence that this factor was exerting & restraining
influsnce on construction activity. Available indexes
show that both material mmd labor costs changed very
Htile during the first § months of 1440, In the remain-
ing months, howsver, certain of the components rose
The Burean of Labor Stafistics mdex of build-
ing material prices rose from $2.5 {1926=100) in July
1940 to 993 perent in December-—the highest point
atteingd by the index sinca Decembar 1926, Nearly ull
of this increase was occagioned by s 25 percent rise in
tha wholesale price of lumbar, Consiruction waga
rates for both skilled and unelkilled labor wers at now
highs at tha end of 1840, according to the indexes of
hourly rates compilad by the Enginesring News-
Record—theugh not mueh shove the Yevels prevailing
ih recent yesrs. Common-labor wage rafes increased
approximetely 4 percent from April to September 1940
but lavelad off at the close of the ysar, whila gkilled-
lsbor wage Tates rose slightly throughout most of the
YoAr. :

Hence, itis the possibla trend of costs, rather than the
level at the year-end, which obscures spmewhat the
outlook for tha construction indastry in 1941. If costs
do not rise 5o materially o5 to become an effective deter-
rent, it appears highly probable that the requiraments
of the defense prosram snd the genersl advanes in busi-
nees aotiviky will result in & volume of construction well
shove thaé of 1840
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Public Utilities
Eleciric Power

The electrie power industry has continued to expand
throughout most of the past deenda, but ite growth in
1040 was in most redpects the grantest since 1929,
Output, cepacity, customers, revenue—ail were the
highest ir the histery of the industry. In the week
pnded Ddecember 21, cutput had risen to 3 new record
of 2,911 million kilowaté-hours, 14 parcens higher than
the peak week in 1939, Moraover, all indications
point to & similar inoresse in 1941. In preparation for
this, a volume of new capacity comparable to thot of
the lnée twenties was under construction at the year-
end. .

Seles of elactiical energy were about 118.5 billien
Lkilowaté-hours, an in¢rease of 18 billign over 1939 mnd
the largest annual gain on record,  All of the consum-
ing groups required more energy during the year.
Industry, however, accounted for about two-thirda of
tha incregsed demand snd tock slmost 50 perceni of
the total energy sold. Sales to urban residentiel con-
sumers advanced sbout 12 percent, while clectricity
generated or purchased by coopuratives under theRural
Eleetrification Administrotion more than deubled.
Though purchases by commercial firms, which wuse
electricity for Lighting and small armounts of power,
ghowed a. 7 pereent inersase, the relative importonee of
this type of consumption deelined slightly.

The ndvance in resideatial sales continued a trend
in existonice ovsr tha past dzcads, the 12 percent gain
being o typical avarage for tha latiar half of this period,
though leyger than that in 1933, The addition -of
000,000 new customers crented some of the inersased
demand, while mere widespread ownership and use of
alecirical applisnes was responsible for the rest:
This lattar factor roised avernpe comsumption per
household from 897 kilowatt-hours in 1939 to 952 kilo-
watt-hours in 1940, an increase larger than thit of the
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Previous year. Of major importance in load building
are alectric refriperators, rangss, and waber hesters, all
of which are henvy consumers of electricity. Sales of
these and other electric applinncez were mueh shove
the pravious year and in most cases wers tha laresst in
hizstory. This was the result of the relatively high
level of income and substantial price reductions, both
of which eraated a wider market for these commodities.
The larger domesfic consumption in furn 1owered
averare dlowabi-bour cost from 4.0 cents to 3.5 cenis.
Furt: of thiz decline was nutomnatio becnuse of gradunibed
rate schedules. However, some downward ndjost-
mant of rate schedules themselves slso occurved, partly
induced by the increased consumpiion. MNeveriheless,
the number of such reductions. was smaller thanr m
othar recent years.
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The chied reason for the 17 percent rise 1 the con-
sumnption of electricity by industry lay in the substantial
advanee of industrial output. Moreover, the nature of
the demand created by the defense progrem, with its
emphasis on durable-geods production and more
particulnaly on metals, wos coloulated to increase the
demand for power t0 a greater extent than was vsual
in past indostrial upswinga.

Expansion In Capacley.

The elestrio power indusiry was materially aided n
handling the hepvier demand in 1940 by the addition
of about 1,250,000 kilowatts bo Lthe copacity of private
and maunicipal plants, which brought total instsiled
capacity to 88,727,000 kilowatts. (See fig. 17.)
With the exception of 1937, this was the largcst in-
stallation sines 1920 snd represented an investment of
about 586 millien dollars. However, this fipure is ex-
pecied to be surpassed by a wide margin in both 1041
and 1942, Ths Electrienl World estimates prospective
installations on ths part of private indusiry alone st
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2,250,000 kilowstts in 1941, This is to be supple-
mented by an exceptionally large addition of 1,650,000
Kilowatts to municipally and Federslly owned generat-
ing facilities, o principzl part of which is the Bonneville
profect in the Pacific Northwsst. Of course, not ail of
the equiptnent will ronstitute sdditional capaeity,
some of it heing needed to replace that ready for retire-
ment. Navartheless, tha increnzed plant and squipment
should raise capitsl expenditirss im 1941 to around 700
million dollars, which compares favorably with tha
volune of such expenditures in the Iatter twenties. -
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Despite tha largs ovar-all ineresss in installed capac-
ity schadulad for 1941, the zdvance expected in both
defense and civilian requiremsnis cansed some concern
over the adequasy of capacity in spectfic grees. The
indusiry cooperated with the Federzl Fower Commis-
gion in an effort to review its position in this respect,
tha Commission dividing the country into 48 different
srens and surveving the power situation in each
Though the Commission concleded that capacity is
zddenuata for handling Jaads expented this yoar, it alsc
revaaled the need for further expapsion in spme arcas
if deficiencies were to be avoided at the paak of the
defense program in 1942, Possible deficiencies were
reported for nine important districts, for sn aggTegate
of 1,500,000 kilowatts. Since 18 months to 3 years ate
raquired Jor provision of new generating facilitics, posct
of the deficiency would need to be relieved in some other
fashion. Thus, construction of additional high-voltage
transnission lines was planned io order to interconnect
adjacent sreaa and pool available reserves for more
general use. In this way, and through construction
of new capmcity, it was hoped that repetition of the
power shorboge experienced in 1917 and 1828 could be

avoided,
Railroads

For the Naton’s railroads, indusirial sxpansion in
1940 meant heavier traffic, larger revennes, and im-
provad income, Although carloadings fell somewhut
shert of the 1937 total, the ton-miles of freight earried
wee the lergest in n decade. Grose revenmues, net
oberating income, and net income wera the highest
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sinss 1930. In. comparison with 1920, as shown in
tabla 14, however, operating revenues remained nearly
one-third lowsr, nat operating insomes wes down more
than 45 parcent, and nat income amounted to less than
one-fifth of the 1929 fipure. With nearly one-third of
railway mileags i receivership, sand net operating
income In 1940 only about 110 percant of fized charges,
the finaneial position of American railroads remsinsd
far from satigfactory. The downward trend in aveil-
ghle railroad equipment was halted during the venr,
new agquipment sbout offseiting retirementa. How-
aver, only a4 small reserve of facilities remained to ae-
eommodate the industrinl expansion axpected m 1841
and 1942,
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Traffic sand Earnings.

Freight carloadings last year increased 7.2 percant,
surpsssing the 1939 volume in every month except

October. The seasonal patiern, which usually givea

rize to a traflic peak in ODctober, was less promounced
than the vear before besruse cval shipments were not
concentrated so mmuch m the fall! months as nsvally,
Hence, only 837,851 cars were londsd in the highest
weels of October 1940, compared with 856,289 carload-
ings at the Oclober 19239 peak. Freight leadmgs for
the year amounted to 36,233,600 cars, compared with
the 1937 tota) of 37,670,464 cars. Howaver, tha rail-
roads moved more ton-miles of freight during 1540
than in any other yesr eince 1930, as average load per
cor apnd avernge length of haul have incresased.

Freight revenues in 1940 inersased 8.8 pervent over
1980, Average freight revenne per ton-mile, however,
declived from 0.973 cent in 1939 to approximately 0.04
cenlb in §940, the lowest rate of record with the axcap-
tion of 1937, when the avorage was 0,935 cent. The
drop gince 1929 has baen more than (.13 cent per ton-
mile. Freizht rates were generally maintzined during
1940, the decline in average ton-mile revenue reflacting
principally a shift in the composzition of freight trafic
toward lower revenue tonmage.
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Pessenper traffic in 1940 was mora than 3 pervent
larger than the year  before. However, pasgenger
revenines were off slightly from 1939 as coach faras
in the Eastern IMstrict were reduced from 2.5 o 2
oemte per e after March 24, 1940. The “grand
cirele” ({woast to coast apd rebura) excursion fares
were continued, and special reductions were granted
uniformed personnel of the armed forees at the Christ-
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Total aperating revenues for tha year ware at the
highest lavel sines 1930, showing a gain of 7.5 percent
over 1939.  Net operating ingome wes up 15.) percsnt.
Net ineomes, after ¢ small increass in izcome from other
sources and shightly reduced fired chavges, sdvanced
m the first 11 months by somewhat mora than the
gaih in net opereting income. Net income for this
petiod was 138.5 million dollars, up 80.5 miltion dollars
from raturne in Jeawary-Movember 1932, whila for
the full year it probably exceeded 1938 net income of
165 million dollars by 5 to 10 million dollars. Finaneial
resulte last year, however, ware in sharp comtrast with
19290 net income of $97 million dollers.

In 1938, and agsin in 1940, the railroads demon-
strated cloza control of operating expenses, despite
lower traffiec lavels than in 1920 and ths importance of
guch relatively fized costs az depresission. The ratio
of total operating sxpenses to gross operating revenies
in 1940 improved to 71.91 percent, compared with
72.33 in 1936 and 71.76 in 1929. While increasing
railway tax accrials, which approximated those of 1929,
have restricted returns in recant years, the most diffi-
cult feature of the railroad situation fother than the
decline jn demand) has comtinuwed to be the heavy
capitalization of earning powar zepresented by fixed
charges. These charges have been reduced by less
than 80 millicn dollars since 1929, and in 1840 approxi-
mated 90 percent of net operaiing income. Plans of
recrganization approved by the Interstate Commerce
(Commission, or proposed by exsminers, for railreads in
reorgenization proceadings before the Commission,
would seale down the fixed charges by 91 million dol-
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lars, but this wonld still leave apgregaie fixed charges
only about one-quarter le=s than in 1920,
Equilpment and Oparations.

Though the supply of railroad equipment remained
relstively unehanged this past year, the position of the
railroade in this regpect mmst be viewad in the light of
the decline in suppiy as compsared to that evailable
a deeade age. This is illostrated, in the case of Ireight
locormotives (steam) and cars, in tabie 15, The num-
her of locomotives of all types in service in Cless I
railways at the end of 1840 was 28 perceni less than
in 1929, the number of steam freicht locomotives
27 percent less, while aggregate tractive force had
declinad about 20 and 13 percent, respectively. The

| number of freight cars has dropped 23 percent, with

average capacity per cer incrensed by lesa than 9 pexcent
since 192%. Reflecting the drastically curtailed rate of
railroad purchases, only about 2,000 new locomotives
and 355000 new freight cars hara been installed om
Class I railways since 1929,
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Although the instaliation of new equipment has been
rezivicted, extensive retirements of cbzolete equipment
bhave zerved to raise average capacity and effciency.
Another important factor affecting the utilizativn of
freight equipment favorably during the past decede has
bean the substantial increase in the average length of
haul. Morgover, with a hesvier load per car, and more
cars per {reight train, the net load per @rain rose to 852
tonz in 1940 (first 11 months) compared with 304 tons
in 1929, Freight trains also have been speeded up, and

ove more miles per active locomotive-day. Service-

able freight cars carried 647 net ton-miles each dey, on
the average, in 1940 (firs¢ 11 months) compared with
582 ton-miles in 1929, Thus, as & result of improve-
yaents in average capacity and utilization, the railvosds
are abls to iranspori more freight in proporiion io
their availsble equipment than they could a decade
ago.
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Thiz ability to produse mora fraight transportation
pet tmit of equipment than in 1929, though doubtless
enpable of further pradosl improvement, does nof,
howaver, preclede the possibility of an squipment
shortage if traffic should risa sharply ahove the peaks
prevoiling in Inte 1939 and in 1940. The advanee of
enrloadings in the fall of 1939 initiated a program of
car repair snd equipment purchases that broughs the
proportion of bad-order freight ears down to 8.1 pereent
on Octaber 1, 1040, and resulted in the installation by
Clags T rajlways of 65,545 new freight cars and 126 new
stearn locomotives duwing 1940, Orders for new rml-
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road equipment of oll tvpes lost year approxzimated
233.4 millien dellars, os esiimated by Railway Age,
compored with 188.8 million dollars m 1939, and at the
snd of 1940 Class I reilways reported 115 steam loco-
motives and 35,702 freight ears on order. Retirements
during 1840, howevrer, were about equal to new instal-
laticne, and will probably continue st a high rate by
reasonn of the age and obsolescence of much of the
existing equipment. In order to add appreciably to
the imventory of freight equipment, should this ba
required to meet the transportation needs of the
defense-stirautnted industriz] expansien now vnder
way, it would be necessary for the railroads to increase
their purchasss substandially above the 1940 leval,

Transportacion Act of 1'M4.

Federal regulation of tronsportation wos expanded
and centralized by the Tronsportation Act of 1940.
The Interstate Commerce Commission now has exten-
sive powers for cozuloting railroads, metor corriers, and
water carriers in domestic traneporiation, while air car-
rters are subject to o celain degree of regulation by
the Civil Aeronantics Authority.

The outstanding provisions of the 1940 Act are meant
to {1) extend and enlargs existing regulatory powers
over eommen snd contract water corriers that are most
kgenly competitive with ¢ther transportation arencies;

he Coarlondiogs,
5 of the
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{2} establish & nationsl transportation policy for a fair
and impartial reguistion of ali medes of transportatioh
subjeet to the Act “'z0 sdministered 28 to recogmnize and
preserve the inherent advantagoes of anch™; {3) provide
for 5 more flexible poliey regarding consolidation of car-
riers and added protection of empioyees thet may be
ndversely sffected by sech consolidations; and (4) au-
thorize the establishment of o tetnporary bosrd that
will study the trangportation problem and may make
recommendations for further legislation.

Motor and Air Transportation

Motor-truck carriers continued to expand their oper-
ations in 1940 az the gemeral rize in business nctivity
made increasing deamands vpon this rapidly prowing
type of tronsport. Class 1 infercity carriers reported
un inerease of 17 percent in tonuage of revenue freight
transported in fhe first 8 months of 1940 over the corre-
sponding months of 1938, This was conmderably larger
ihan the 11 percent incresse in raidrood carloadings for
the comperable pericds., Hali-year operaling reve-
nues for these intercity carriers were 13 percent highey
in 1840 than in 193%, while local cartiers reported a
gain of Iess thou & percent.

Clazs I motoer carriers of passengers report 2 1% per-
eont incrense in the number of passengers earried dor-
ing the first 10 months of 1940 over the corresponding
period of 1939, Passenger revenue, however, was only
1 pereent sbove 1939—a raflection of the lowesr rates
mduced by the more intense eompetition of the mil-
roads through the redietion of fares in 1940,
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Air trnnaportn.tiun gvidenced even moare striking
gaing in 1940 than motor transport, 85 both passenger
and cxpress traffic atiained record heights. (See fig.
20.) E=xpress carried was 3@ percent sbove the 1959
totel and reached a new record velume of 1.2 million
pounds in November, wiale the number of passengers
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carrisd increased more than 58 peroent during the year,
Paesenger miles flown were about 53 percent above 1939.

Shipping

The expansion in American imports and the diversion
of British, other belligerent, and neutral vessels to war-
time supply and naval auxiliary uses brought & marked
improvement in the revenuss and operafions of the
American shipping industry during 1940. The gain in
operalions cceurred in the face of a subsinntial rise in
poean freight rates and the barring of Americon vessels
from » farge section of the world under the Neutrality
Act of November 1939,
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The withdrawal of Americon shipping from betliger-
ent ateas and merensed cmployment elsewhere are
shown in table 18, which compares the allocation of
Amgerican vessels to the principal trade routes on
September 30, 1940, with that at the end of June 1939,
prior to the war. The effeet of the Neuwtrslity Act ia
shown in the heavy reduction of tonnapge in ssrvice to
Europs and the Mediterranean. Howevar, American
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tonnage on African and Far Eastern routes spprox-
mately tripled, and that to South Ameries inorensed by
one-third. The rasult was o alight increass in American
shipping on all oversea routes over the pre-war total.

In addition to the oversess change, tonnage on nearhy
forsign routes alzo advaneed, reflecting the shift of dry-
cargo vessels into this service from eoastwise shipping.
The lntter was moderately reduced, but tanizers, which
pecoumt for somewhat more than half of coastwise
tonnage, were littla affeeted. The above shifts yielded
g pet inerease of 30,000 grosz tona in employment of
American seagoing veessls for all purposes, with another
12,000 tone transferred to Government service.

American shipping during 1940 assumed o larger
share in the United States carrying trade. Clearances
of Ameriean vessals from United Siobes ports averaged
23 percent of total nei register tonnage cloared in 1840,
a3 against 26 percent in 1939,

The extraordinnry woartime transportetion require-
ments of the British Empire, in conjunction with heavy
losses and the enforced disappearance of German and
Italian shipping from the high =ens, have curtailad
affective world shipping cepncity. ‘This, plusinersasad
operating costa, has produced a substantial advance in
oscan Ireight rates since the outbreak of war, as
illustratad for selected commodities in American export
and import trade m table 17,

(One other importent development in American ship-
ping during 1940 was the decline in tonnage brought
about by the transfer to foreign register and the sale of
American vessels. The Maritime Commission ap-
proved the sole or transfer of 1,152,080 gross tons
between Scptember 1938 and October 1940,  While the
major part of carrent merchant-ship conatruction in the
United States i= for the Americen Merchant Marine,
tho temrage in Americen register may he further affscted
through disposal of older vesszels to the British.
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Communications

On the basis of reporte filed by large corricrs with the
Fedoral Communications Commission, tha estimated
pumber of telephones in service in the United States
ot the end of 1040 will approach 20 miflion., This
increase of more thon & million over the mumber in use
liet year continucs the stendy advanes that kas chorac-
torized the industry since 1933. Operating revenuce
of %4 major carriers for the first 11 months of 1940
emounted to 1,182 million dellars, compared with the
1939 figure of 1,118 millicn dollars,

The telegraph industry, although esontinuing &o
operate at an over-all defieit, also achieved a con-
siderable improvement in its position during the year.
QOperating rovenues of the threa telegraph carriers
reporting to the Faderal Communiestions Commzission
amounted to $100,395,406 for the first 11 montbhs of
1940, compared with $106,015,495 for tha corresponding
period of 1939. Thie increase of 3.2 percent in oparat-
ing revenues resulted in an 2.4 percent increase in
oparnting income and reduced the 11-month deficit
from almost 3 million dellsrs in 1939 to 55 thousand
dallars in 194C.
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sbout 1} million from the previous year-end. This
fignre does not inclede the addition after June 1040 of
more than 400,000 men to the militery and naval
personmel of the United States. Alen aveluded wre
parsons employed on WFEA or NYA projects, snd en-
rollees in COC camp2, Farm employment followed iis
usual seasonal pattern in 1940, while ecutioving the
downward trend shown during the recent vesrs—an
average snnnal decline of ghout 1650,000. This secular
movement has lowered faxm employmant approximataly
8 percent below the 1929 average,

All branches of industry and trade participated in
the expansion in employment during 1340. However,
since the defense program affects manufaciuring roore
than any other industrial segipent, it is not surprising
that during the last § months of 1949 the gain made In
menufacturing was about equal to that made in all
the other ocmagricultors] indusiries combined. In
manufactunng establishments, emaployizent in Decem-
ber 1§40 totaled a million more than the 9.5 million
persons employed in June.
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Operating resalts were afill affected by duplications
of {scilities and the increasing compedition of obher
forms of comumunication. As s remedy, the Faderal
Communicstions Commission again recommended mer-
ger of the domestic telegraph vomponies and, n addi-
tion, wiged conzolidation of internstional communioa-
tion carriers domiciled in the TUnited States, in the
jnterests of defense and other naiional needs.

Employment and Unemployment

Tha total number of persons employed inn the TTnitad
States in the fionl gquarter of 1940 woas lorger than et
acy ocher time since 1929, Average smplovment for
the year is estimated at about 4G milfion persons, which
was about 4 parcent under the 1929 average. Employ-
ment in nonagricultural cateblishments began to rize
in. March, and geins were accentuabed after the midyear
a3 industrial production advenced to new highs under
the stimuhie aifforded by the defense program. By tha
end of the year the oumber at work in nonogricultural
pursnits was more than 37,1 millions, sn incresse of
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The rizing trend in employmant shown during the
lost quarter of 1940 is expecied to continae throushout
1941 &s the tempo of the defensa program is increased.
Certain skills were alresdy in a tight supply positicn
by the and of 1940. Zince the suceess of the defense
program depands o s considerable extens on the aveil-
ability of the necessary skilled labor, a beginning was
made through the cooperation of Government, industry,
gnd lekbor, to establish iraining programes in special
fields where labor shortezes are likely to ocecur.
Meanwhile, many persons undergoipg such fraining
remained at work on Government work projects.

Widest Gains Shown in Durable-Goods Industries.

The monthly avernge employment in menufacturing
establishmenta inevessed by mora thay 580,004 persops
in 19040—a gain of 6.3 percent over 1930, though still
below the 1937 and 1829 aversges. Since the indus-
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tries manvfacturing dureble gaods wers most directly
affocted by the defense activitias, they showed the
largest gaine in employmens. The Bureau of Labor
Btetistics index of factory employment for ihe durable-
goods component advenced from en nonusl average of
002 (1923-25=100) in 1939 t0 104.2 in 1940, an in-
crease of 15.5 percent, while average employment in
nondurable-goeds industries rose only from 1082 in
1939 to 110.6 in 1946.. Chenges during the course of
the year, however, were much lavger. Thus, most of
the gain in the dursble-goods employment was made
in the final & months, the index of employment increas-
ing from a low of 954 in July to 117.5 by the end of
the year, the highest recorded figure. By the year-end
the nondurablegoods index of employment had m-
creased From alow of 105.8 in May to 114 0—somewhat
above the peak reached in’ 1929, though still below the
high peint in 1937.

The defense program stimulated employment to o
greater extent in those durable-goods industries di-
rectly concerned with producing war materels. Inm
& number of war-materiels industries, employment
reachad pew highs by the yesr-end. The awcralt
companies, for example, employed about 131,200 wage
esrmers ih December 1840, compared with leas than
25,000 on the averags dering 1937.  Shipbuilding yards
sngaged over ome-third s many more workers as a
year esrlier. In other major industries stimulated by
war orders, as shown in table 18, substantial inereases
were reported.
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Considerable diversity marked the gains reported in
{he othar major induziriel fields. The largest percent-
age increase cccurred in the cobstruction end in the
mining fields., The construction industry experienced
its best year of the decads, construction contractors
employing 54,000 more workers on the average than in
1930, Employment in extroctive industries had becn
lower In 1939 then a4 any time since 1933, During
1940 tbese industries increased their labor foree by
shout 7 percent, but this still ledt o considerable mor-
gin from the 1937 average of 549,000, Elzewhere the
Tereentage gains reported for 1940 wera amaller. The
intresse of 120,000 in trede constitoted a gain of less
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than 2 parcent; 89,000 additional amployees in trans-
portation spd publie atilities increased the total in
thore induziries only 3 percent; and the 53,000 persons
sdded to financial, service, and miscellansous estah-
lishmenta rajsed this totai littla more than 1 percent.

Civil employees of Federal, State, and local govern-
ments inereased by 88,000 in 1940 over 1938, ar a liitle
more than 2 percent. Mamny of the sddidonal eivil
employees were force-aceount workerz on consiraction
projects wital to flefense. MNevertheless, considerable
expansion took place in the military and naval branches,
with an average of 200,000 being added in 1940,
These incleded additicns to the regular Army, Navy,
Marine Corps, abd Cosst Guard, as well as members
of the National Guard inducted into the Federal Service
by act of Clongrass.

The averaza number employad on work-relief projecta
of WPA in 1540 was 480,000 less than in 1839, the pro-
gram [urnishing employment in December for 1,809,000
persons, The NYA and CCC programs changed only
slightly from 1989.

Unemployoent Decreasing.

Ag & result of the general business expension and the
increuss in Army and Navy personnel, unemployment
gt the end of 1040 was abolt 1,500,000 lege than at the
outset of the yesr, Esiimantes of the fotal vnemployed
varied widely, ehiefly beeause of differences in the eal-
eulation of the available labor force—a question whose
settlement awaited fingl tabulation of the 1840 census.
There was no deubt, however, that 8 considerabls
labor supply wae svailable for the further ndustrial
expansion expecied in 1941 and 1942,

Despite the substantial amployment gain in 1940,
most estimates showed & lorger numsber of jobless than
at the period of pealk industrial activity in 1937, & time
when the Federal Reserve Bosrd production index was
18 percent below the Dacember 1940 figura. Moreovar,
the everaga hours worked per week rosa to 41 in 1937,
whereas in 1940 they advanced only from 37 to 39.
Throe factors are importané in aceounting for the un-
smployment increase between 1%37 and 1940. First,
each year ihe labor supply hnd increszed by a figure
ranging from 400,000 to 600,000 persons (exact figurss
are not known, as thelr determination must await
analysis of the final tebulation of the 1940 Census);
secondly, employment in agriculture had continued its
seoular decline, refleciing both & decrease in demand
and increased mechanization of the industry; and
thirdly, incressed productivity per worker in many
industries had diminished labar raquirements per unit
of output. From 1939 to 19240 alone, it is estimated
that production per man-howr incressed spprozimately
4 porcent in both the durable- and nondurable-goods
components of the Federe! Rescrve index, This in-
crease, of course, was only partly the result of techrno-
legical chonge. Further utilization of existing plant
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inerenscs cffiviency in the use of laber. Moraover, the
defense program emphasizes a {ype of production where
lnbor uses much capitel, and honee labor produetivity
in greator.

Rise in Pay Ralls,

Partly ns o result of lengthensd hours of worls, in-
ereases in woge rates, and the vse of a larger number of
skilled workers, especially in the armament industries,
tha index of factory pay rolls advanced more rapidly in
the latter half of 1940 than the employment index.
Avarnzo hourly earnings in durshlegoods induvstries
incrensed from 71 cents during the last 6 months of
1939 ti 74 cents in 1940, while in nondurable-goods
industries they advanced from an average of 39 cents
to 61 cents, Only part of this increase represenbed
higher wuge rotes, however, the remainder resulting
from the smployment of a larger proportion of the total
labor force in skilled work receiving higher pay.

Time logt a8 & result of industrial disputes was cnt to
ono-third of the tofol for 1939, Man-days idle for the
yoor averaged under 500,000 monthly as compored with
1,464,352 in 193% and 2,368,738 in 1937. No major
industrial disputcs, such a8 these in the avtemobile and
bituntinous-conl indnairies 1n 1939, ocenrred during the

FoOr.
Commeodity Price Movements

The broad contours of commedity price movements
in. 1940 were shaped mainly by changes in industrial
production and were much less sffected by speculutive
reactions to war developments than wos the cose in the
aptumn of 1959, Heneo the price rise that ceccurred
in the latter part of 1340 was moderate on the whole,
despite the advanse in industrial production to record
volumes, Excopt in isolated instaoces, the foverish
price movements initiated by forward buying in the
preceding Saptember, ot the outhreal of the war, wers
not duplicated. At the end of the year spot and whole-
sele commedity prices swere generally no higher than at
the end of 1939.

The ralatively moderate price davelopment was all
the move noteworthy in that it accompanied & fow of
new orders to manufacturers in a volume exceeding the
peak of the 1939 inventory boom. IHaxdstonce of con-
siderable unused onpacity made possible an orderly
advanee in most lines of preduction, but that condition
likewize prevoiled a yesr sarlier. The difference in
the two situations wae a diminution of the speculative
motive, attributable to & number of cireumstances.
There was, in the fist place, o realization theat the
price rises of tha previcus period were unwarrantad
in view of unutilized resturces, and that the history
of prices in the firat ‘World War would not ba repeated
nutomatically. In the second place, the Administra-
tion’s dstermination to prevent price madadjustments
no doubt acted as a damper on an upward move-
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ment. For sach ense where the Price Stabilization
Division of the Defense Commission threntened direct
intervention to prevent s price increass, there were
numerocus other cages where no action had to ba falen.
Even if not nged, the power to exereiss priorities proved
B restraining influsnce. Large baclklogs wers allowad
0 acrumulate in durable-goods industries without resort
ie price increpses for custing off some of the flow of
new business. .
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Whila events of the lask quarter of 1040 mtignted
the immediate feors of sharply rising prices, it wos
generally realized that the price problem remained a
goures of danger that might inerease the coste of re-
armament, induce inventory buying in industrics
already foced with largs backlogs of unfilled arders, and
multiply tho immedinta problems as well as thosa of
post-wor adjustment. So long as industrial capacity
was inadeqguate to mest the peak demands induced by
the defense program, the dengsr of rising prices con-
tinued fo exist, The quickening pace of defense
demand mads mest urgent the problems of pvoiding
bottlenecks by creating new facilities (ineludiag neces-
sary skilled laber) and of using our existing faeilities
more affectively. Meanwhils, tmtill new facilitisg
could be brought into activity, priority systems were
to supplant price sdvences as the means of eguilibrating
dernand with supply iv the affected arens. Tha possi-
hility of cradit inflation seamed wnlikely to become a
problem within the year, though the situation was being
watched closely and steps to meet it vwere planned if it
threatened to become & {factor in the price cutlook,

Prices and Changes In Industrial Production.

That expanding indusirisl activity need not in itsalf
lead to lorge price increases is demonsirated by the
axperience in 1938 us well as thiz year. However, as
fignre 22 shows, both in 1937 and 1939 the substantial
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advance in production was accompanied br & constder-
able price rise. But in each of these instonces a pecu-
liar combination of {octors was instruzmental in creat-
ing such & result, Thus, in 1937 not only had two pre-
vious years of drought pushed agricuiturel prices up-
ward, but a sudden spurt of consumer demand indaced
by payment of the scldiers’ bonus and the expapsion of
the British rearmament program took place simultane-
ously with substantial wage advances in important
durable-poods industries. The net result was a wave
of epeculative inventory buying which served to increase
prices still forther.
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to recede though production continued to advance to
thé end of 1939,

Tha movement of prices in 1840 was smaller shan the
rmovement of industrial production—ths Purean of La-
bor Statistics” wholesale price index falling from 7.4
in Jepuary {o 774 in August, then risiogr to 20.0 in
Diecomber, This general movement, however, cloaked
the divergent course taken by the prices of cartain com-
moditiez partioularly sensitive to supply-and-demand
conditions and moest directly affected by militery davel-
opmentas abroad.

Thus, the first reaction to the spread of the war to
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Again in the fall of 1039 the outbreak of war occa-
gioned a radical change In expectations. As conditions
similer to those that existed in the lzst war were antici-
pated, speculstive inventory buying immediastely be~
gan, Im someinstences, spot prices of eommodities were
bid up 3¢ to 40 percent. The Bureau of Lebor Statis-
tics’ index of sensitive commodity prices rose from 100.4
{(August 193%=100} on Angust 31 to 124.9 at the end
of September, and the wholesale price index jumped
from 750 (1326=100} in August to 79.4 in October.
By the end of 1839, however, the business community
had become aware of the limitations implicit in tha re-
¢overy and the dangers inherent in an upward price
movement. Indeed, soon afier September. prices started

287840t 1

Zeandinaria was on ndvanee in the price of many im-
part staplee—particulariy robber, tin, burlap, oneoa,
and sugar—reflecting supply considerntions associnted
with the events of the war and its pessible influence on
shipping facilities, Wood pulp, & major import item
from Scandinavis, alsa advanced markedly in price.
Whotesale prices, howaver, generally were unaffectad.
Again in May with the start of the Iarge-seale offensive
on the Wastern Front, sensitive commodity pricss
moved up, After May 10 when Germany invaded the
Netherlands snd Belgium, practically all sensitiva com-
modity prices dropped precipitously. The Bureau of
Labor Statistics’ index of 28 sensitive commerdity prices .
declined from 118.1 to 113.9 in the week endsd May



4
17. Paciog this downward movement of the index
was the component representing agricultural prices,
which receded from 1230 to 116.1 in the same weelt,
in anticipation of the prospective loss of foreign mer-
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kets. Spot cotton prices fell $2.50 per bale in the week
ended Bfay 17. Wheat dropped 20 cents per hushel,
and the exchanges subsequently established minimum
prices for sevaral weels.

These sensitive prices held firm for a few weeks at
the midyear, then declined sharply again #s concern
was felt in business ecenters over war praspects, the
sepsitive comynodity index reaching & low of 105.5 in
Augnst, Tn all, the index dropped 15 percent in the
first 7 months of the year. Laie ir Avgust prices
firmad and turned npward as it beceme spparent thod
a quick knockout of Britain wes unlikely and s in-
dusirial preduction expanded rapidly in anticipation
of the defenss program.

From the low of 108.5 on August 14, the spot com-
modity index advenced 12 points to 117.5 oo Novem-
ber 15, the major components moving up proportion-
ately. From November 15 to the end of the year,
spot prices held relatively stable. However, during
thiz period some divergence in price movemants again
appeared; whils rew mdustnal commoditiezs tanded
to recede in the final & weeks of 1940, agricultural
commodities apd foodstuffs advanced more than 3
percent. Import pricea reached their highest lawel
eerly in Decomber snd tended to decline thereafter.
At the end of the year the spot commodity index re-
mained 4% pereent under the average prevailing at

_the beginning of the year. The B. L. 8. wholesale
price index which now includes 887 commeodities, was
fractionally higher in December than in January, bat
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relatively few compoments equaled their highs of the
previous iall.

Changes in Frice Relatlonships.

Thring 1940 the cheoge in price relationships be-
tween broad commodity groups was more marked thoo
in 1238 and eacly 1939, but it =tll was not of the zame
magnitude as that which ccenrred in 1926-37 {see figs.
24 and 25). While farm prices and raw industrial
cornmodities were subject to the widest variation in
the course of the year, there was no shift in their
general relationship as in 1936-37. However, farm
prices improved their position relative to all other
commodifies in 1940, though remaining subztantially
lower than in 1937 when 2 antacedent vesrs of drought
sharply lifted them above those of other commodities,
{See Ag. 24) The decline in farm-product prices
from March 1937 to Augtst 1039 amounted to 35 per-
cent, but when all prices rebounded in September &
year agoe, ferm produsts paced the advance. From
Junuary fo Awgnst 1940 agricultural commeodity prices
&y vsual showsd greater sensitivity to tha genersl recas-
son in prices then other components in the whelesale
commodity indexz, and in the last 4 monihs of 1940
they again led the upward swing. Though the loss of
export markels was a depressing mnfluance, the expan-
stom of consumer incomes and the efect of the Govern-
mentloanprogram offeet it and kept farm prices buoyant.
Prices of mest animals, dairy produects, chickens and
2ggs, and fruits lad the advance. Though grains and
cotton alap recovered in the final 4 months, they clozed
the yenr somewhat lowar then et the end of 1934,
Not only was farm monay income inersased by higher
prices, but resl income advanced aven more as prices
peid by farmers for commedities used fn consumption
and production receded from 123 (1910-14==10]) in
Juna to 122 in Decomber.
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grre
muditics Gthvy Thaa Farm Froducos aof Foads, 1935710 (L. 8. Deparc-
arenit of Eabor).

Wheolesels prices of commedities at the various stages
of production showed lesz divergencs of movemant than
is customary in periods of striking economie change.
In the past it has been usual for genersl shifts to occur
in the prics relationships of raw materials, semimanu-
factured, and finishad commedities. Raw-materigl



Febroary 1841

1354 = G
o

en

| |
e S

LRl —
L PR FTT AR TR TR NN RN RN 1N IN R T1 ERR T TANNN RN S SNN 1 BT TN
[EET3 [FEo G oms
Figurg 25 =elxderes of 'nl-'hnlngg Frices of Intoerisd Commodithe,
Hom,—Computed by the Bowrd of Governors of the Fedoral Reente Byatom ffom

. & Buresis af Laboe Siwt 44108" date all fooda axd fsod, both 8 ead process,
prices nsnally have hind the widest awings, moving above
prices of manufactured goods in the prosperity peaks
and falling below them in ressssion and depression,
However, this relationship haz not held in recenf, yeers.
From 1937 to September 1939 raw materials declined,
not rising appreeiebly during the period of improving
business aclivity in the second part of 1938, and
sdvancing no mmore than other prices in Saptember 1939.
During 1940 rew-mmaterial prices roughly moved parallel
to those of semimanufactured producis. Prices of the
two groups rose about § percent in September 1939;
then declined abouwt 5 percent to August 1940, only o
regain their December 1959 levels by the end of the
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yaar, 0n the other hand, finished-goods prices as a
group showed lictle change, closing the yeur at approxi-
mately the September 1938 level,

During the year, retail prices of Ainished goods laggad
behind chenges in their prices at wholesale. Thus, the
finished-goods wholesale price index rose from 80.5
{1926=1000 ai mid-year to B2.8 in Decamber, while
wholezale and spot prices of farm products and foods
also registered & net advance. But over the same
peniod, cost-of living indexes showed no change, though
retall foodstull prices declimed very slightly.

Some Duvelopmaents Amaong Individuad Prices,

While special conditions mada for sharp price in-
croages n & limited number of spacific commodities e
the defanse program dewaloped in the fall months, the
range of priee changes for major commodity groups
from the 1940 lows to the end of the yesr was not
marked. Textile products end metals and metal prod-
ucts, for exemple, rose 3 to 4 percent in the B, 1. S.
whalesale price index, roughly the average for all com-
modities. Building materials rose, on the arersgs,
about 7 percent under the impact of the heaviest con-
struction in the decade. With the exception of hides
and leather products, a particularly sensitive group,
the commoditiss to show the largest gains from botk
the 1940 lows and the pre-war levels of Angust 1939
were foods and farm products. The smallest rizs was
indicated for house fu:mshl.ngs fuel, and lighting
materials.

Qf course, these moderste increases all relate to
quoted prices. It is prebable that more substential
inereases in mill nete were secured during a period of
such selive demand as the last 4 months of 1940,
Adequate date on netunsl realized prices, however, are
not available,

Tron and stee —Of partienlar significence for the
defense program ware the price developments in metals
and metel products. After declining slightly from the
1037 peak to August 1939, metal prices almost regained
their 1937 peak in the following 8 months. After a
slight decline in the fore part of 1940, the metals group
moved above their 1937 pask. Bteel scrap detliped
from $16.25 per ton in January st Chicago to $15.25
on April 15. The demand for stee! produets had fallen
off sericusly by that time, resnlting in price reductions
for a few weeks in @ variety of Hnished stael products.
Following tha improvement in the industrial ouvtleok,
steel-ingot produetion roze rapidly, snd with it the
price of stesl scrap advanced in Juna to $18.75 par ton
at Chicagn. As steel outpnt was further etpanded in
the second half of the year, the price of heovy melting
scrap rosa at all prineipal markets, reaching $21 by the
end of the year at Chicngo. Higher prices in other
markets in November led to action by tha Price
Stabilization Division. The Jron Age ecomposite
serop price advanced weekly from $18.17 on August
6 to $21 on November 26; in December the upward -
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movement in serap was slowed nntl the finel week of
the year, when it advanced to $21.83.

Dreapito the sharp advance in scrap prices, the iron-
and-ateel somponent in the Burean of Labhor Statistics'
wholesale index, which iz based on posted prices, for
Derember was lower than it had besn in January, and
G percent under the 1233 peak for the decade. Strue-
tural steel and mony other finished steel prices stayed
the same throughont tha year—unchanged, in foct,
from July 1938. Coensequently, the boost in metal
prices for the year as » whole is traceable largely o the
cther matals.

Copper—Nonferrous metals Auctusted more widely
in price in the past vear than the other components of
the meknsls index. Rising from 72.1 {1926=100) in
August, the index of this group of metals advanced to
83.4 in Ducember, somewhat below the monibly sver-
agea in the fall of 1939. For the yeer as & whole copper
prices averaged somewhat higher than in 1939, though
the year-end price was lower than the 1939 high. Spot
copper prices ranged from 12.3 conts per pound ot the
first of the year to & low of 10.4 cents in July. The
prevailing price at New York for electrolytic copper in
the last quarter was 12 cents, as againsg the 1337 high
of 17 cents per pound. A restraining faster in the price
situgtion was the purchase of 100,000 tons of foreign
copper by the Metale Reserve Company, which will
become available to industrial consumers by March at
about the ¢urrent price, if need can be shown fur its use.
At the sama time stocls of refined copper in the TUnited
Btates wers slowly being depleted as domestie produe-
ticn of refined copper held fairly steady at sn average
of 80,000 nat tona for the first 10 months, rising to only
96,000 tons for Novembet and Decembor. Less than
§ wecks? supply was estimated on hand at the closa of
the year.

Zine.—The position of zine proved more stringent
than that of metnls which had beer placed on the
offimal stratepic materials list, Prices advanced rapid-
ly in apot markats from the early 1939 lavel of approxi-
mately § centa per ponnd to 6.9 cents at the end of
September 103%. Receding 1 cent per pound by the
end of January 1940, zine prices advanced constantly
thronghout the year to reach 7.6 cents per pound. By
Decarnber no more than a weok's supply wins availabla
in the United States. Scrap-zine prices begin to 4p-
proach the prica of the virgin metal. But the fact that
priees did not get entively out of hand is to ba attributed
to 2 realization that at the moment higher prices would
not bring forth larger supplies, and that the Govemn-
ment would intarvens if prices were not held in oheck,
Ags unfilled orders accumulated, refining capacity was in
process of rehabilitation, mew retorts wera beaing in-
stalled for operation in the late spring, and imports of
refined zinc from Canada appeared likely for reexport
o Britein. The fact that gine prices held nominally
below the 1237 peak was not significant in the face of o
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depletion of stocks of slab zine »t rofiners from about -
67,000 net {ons im June to less thon 13,000 tons at the
end of the yvear.

Tin~~Prompt action h}r the Matals Rogerva Com-
pany in negotiating an agreement with the Internntional
Tin Cartel snd Bolivian producers eased the position
of tin. In Angust 1939, before the outbresk of the war,
tin averaped aboot 49 cents, from which level prices
rose sharply to 60 cents in Saptember. Under pressire
of heavy inventory buying, nominal prices for Straite
tin in New York touched 75 centa, but fell rapidly ta
49 ¢epts In December. With the change in the Euro-
pean and Asiatic politicel situation in Moy, prices
advanced from the April low of 44.8 to 55 in May and
55 cenis in June, which compared with tha 1937 high
of 63 cents, From this point the price declined to the
year-=nd when it was stobilized ronghly o4 53 cents par
pound under the agreament that provides for increased
world production and tha sharing with the British of
all surpluses at thai price. Aside from this factor, the
preseot flow of tin from abroad 1= at record volume.

Lead.—Large imporits tended 0 lighten the pressure
of lead prices. While refined lead production had not
increased sufficiently to prevent a decline in stocks st
the yeor's end {0 less than s month’s supply, forsipn
supplics of the metal were readily available. On the
whole, lead prices flustuated less viclently than these
of tha other major nonferrous metals, though the
Trecember price of 5.5 centa per pound equelsd the
1939 high.

Buglding wmaelerigle.—Building-material prices pro-
tided ohe of the major problems in the defense con-
struction program. Tha ¥ise In the Burenu of Labor
Statistics’ building-meaterinls index from $3.3 in Angust
to 99.3 in Decomber was, however, largely the rasule
of & movement in o single item—lumber. Whils the
centonment program was reaching its peak, the bunch-
ing of defensa ordere cansed the lnmber price indsx to
leap from 4.8 in July to 1138 in December. This
represented o 28 percent incrense over the average for
1927, tha peak construction yeur in the United States—
a lavel hicher than in any period of record exeept for
1018, 1020, and 1023. At the peak in the spring of
1037 tha index did not riee above 107. Other huilding
mauterials, sueh ag paint, brick, and caiment, whila rising
moderately in the late fall months, were no highor than
at the first of the year.

Rubber.—As 8 major industrinl raw material for
which the United States is entirely dependent upon
foreign sourvees, rubber was subjeoted to all the shocks
emanating from ¢hapges in the world politicel situation.
Virtually unchanged from August 1933 to Avguat 1939,
rubber prices zdvanced mors than 40 percent to 24
cents » pound in the second week of Beptember 1939.
Most of this increase was lost in the subsequent ganeral
decline. But the occupsation of the Netherlonds onusad

1 concern over the future flow of arude rubber from the
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MNetherlends Indies, sand spot rubber prices advanced
frorn 19.3 cenis on May 1 to 25 cents on May i0,
dropping back to 20.8 cents by the end of the month.
Though it again rose shortly with the defent of France,
the prica setiled around the 20-cent mark as it became
apparent that the International Rubber Regulation
Committee would raise quotas upward to 100 percent.
Under the Rubber Reserve Company agreement with
the International Committes, export quotas were to be
raised whenever required to permit the United States
to purchase 150,000 tons on the open market during
1941 at 18 to 20 cents. This tonnage was to supple-
ment the June agreement covering 150,000 tons for
1940 and 87,000 tons under the cotton-rubber exchange
with Great Britaiv, In the final months of 1840 crude
imports were exceeding 1929 volurnes.

Textile prices.—Texiile prices generally receded from
January to August, the combined index of wholestle
prices declining from 77.8 to 72.3.  However, the maove-
ment wos reversed bn tha early fall by hewvy Army
purchases and the beginning of inventery buying. By
the end of the yeor, some of the decine had been
erased, the index mzing to 74.8 in Decomber. Bath
wodolen ond cotten goods shared in thie advance, thongh
neither reached the level that had existed ot the
beginning of the year.

The domestic wool crop inm 1940 exceeded thai of
1930 by only 3 percent. Though consumption in the
first 8 months was lower than in the same period of
1938, heavy Government purchass of cloth after Au-
guzt, requiring almost half of the domestic olip, exer-
cised e strong influence on wool prices. The index of
woolen and worsted prices rose from 83.7 in August to
89 at the end of the year. Tight supply conditions in
foreign markets that supply imports, eontributed to
the advance. The entire erop of Australiz, New Zea-
land, and South Afriea was placed under the control of
the Tnited Kingdom and prices were forced wpward.
A substantial part of the United States demand was
diveried to Sonth Amernican wools, with the rasult theab
prices also rose in these moyvkets.

In the ootton-textile industry ne question arosa
eoheerning the adequeey of raw-materinl supplies.
Buk new orders in the final guarter of the year were of
such magnitude as to tax mill capacity, and the cotton-
goods price index rose from & Iow of 66.6 in August to
74.9 in Decemher—slightly under the level at the be-
ginping of the year,

Rayon prices remainoed unchanged during the year,
though they were fractionally higher than in the
preceding 2 wvemrs. Silk prices, on the other hand,
declined widely, the index falling from 81.8 in January
to 42.5 in Decembar. Most of the reduction ocowTed
im the first Lhalf of the year. Excessive stocks in Japan,
the loss of British and Canadian markets, and growing
substitution of rayon in this country, ell contributed to
the reduction.
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Domestic Banking and Finance
Banking and Credit

The war in Europe overshadowed all other influences
in shaping the course of domestic finsnal developments
during 1940, Amopg iis effects, either direst or in-
dirsct, were to be commted an vnprecedented inflow of
gold, with consequent changes in bank deposits, re-
serves, and interest rates; speurity prices that fuetuated
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widely with ahifis in nilitzry foriunes nhroad; sod the
initiation of the defense program, which increased Joaos,
invastments, sod Aotation of new capital imses.

The persistent inflow of gold was the result both of
the need to finance momnfing commodity purchases
from this country and of & continued movement of
flight capital secking o safe haven. By the end of the
year, 4,700 million dollers of gold had armved from
phroad. About 645 million of this was held under
earmark, raising total earmarked gold in this country
to 1,808 million dollars. The remainder, added teo the
207 million dollars output from domastic and Philippine
mings, increased the monctary gold stock of the country
fo approximetely 22 billion dollars, compared with
17,044 million at the cloze of 1039. An addition in two
yenrs of almost 7.5 billion dollars to our monetary gold
left the United Stotes in possession of all savs & small
portion of the world stock.

Tha gold inflow was, of conrse, the chief reason for the
subataptial inereasn in the couniry's huge pool of bank
eredit. Through November the volume of member-
bank recerves held in the Foderal Reserve banks
incrensed steadily to new highs, the msximum for the
year being ettained on Novernber 27, when total reserve
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balances were almost 14.3 billion dollars. In addition
to the new gold, however, certam other factors {psshown
in table 21 operated to intrease the volume of funds ot
the disposal of the banking system. Of chief inport-
ancs among thess was the net disburssment by the
Trensury of approzimately 430 million dollaxs, from
cach and deposite beld in the Federal Reserve banls.
Moreover, the Treasury inersased its ¢urrency outstand-

ing by some 12§ million dollors.
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One of the largest factors w ebsorb part of the
inorenged funds available for reserves wus the continued
risa in the amount of money in cireulation, inereasing
during the year by the unusual amount of 1,070 million
dollars. Another important {ncior was the 725 miflion
dollar inerease in the deposits of foreign funds (most
of it since Juna) in the Federal Reservs banks., Finally,
part of the inereased fands—ahout 380 million, dollars—
repregented larear deposits by nonmember banks, snd
#a regerves of thess benks, were not directly available
for member banks.

Excesry Rewervey,

However, as the addition to reserves groatly exeesded
the inoreass necessitated by the expansion of deposit
linbilities, & further pain in excess rescrves to 6,615
million dollare at the end of the yaar was recorded—
1,569 million mora then at the end of 1939. The in-
creasa in deposits, on the other hand, raquired anly 964
million dollars more reserves than a yesr sarfier. Much
of this larger requirement oame in the last guarter of the
Year; excese ragarves actiually attamed their peak at the
and of October, reaching 4 maximum of 6,960 million
dollars. In addition to larger loans, member-bank
purchases of the Trensury’s first offering of Natiomal
Defense Series Notes contributed to the Teduction
during the final mongh.

Thizs further gain in excess reserves during 1940
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magnified the preblem faced by the menetary authori-
ties in gitempting to control the volume of eradit with
the ingtrumenta at their dispossl. For the past 2
years, the principal medium of credit ¢ontrol has been
the purchase and sale of securities by the Feéderal
Resarve open-metret committes. With the exeeption
of ralatively minor purchnees in the spring and autumn
of 1837, no net changes had occurred in the voleme of
Government securities held in the system™s poritfolio
sinea the autumn of 1933. The volume again remained
unchanged in 1939, but important shiftz oceurred
in the componenta of the portfolio.

In the middle of 1939, the practice of maintsining &
constant amount of (Fovernment securitiss was ghan-
doned. At that time, yates on Treasury bills were
practically on & no-yield bagis, and the open-market
committee decided that, whenever market conditions
warranted, holdings of Treasury bills should be sllowed
to mature without replacement. By the end of 1939,
477 million dollars of Treasury bills had been Lguidated,
and sines then hone have been held in the Syzstem’s
open-market ancomib.

Thiz retirement of bills was offset by purchases of
other securities in the fall of 193%. The outhreak of
hostilities iIn Europe wes the occasion for g break m the
price of high-prade fixed-intersst obligations, The
Federal Reserve banls entered the market at this time
and bought securities freely with a view to cushioning
the decline and exerting an influence against disor-
ganization in the capital market. TFhis action shifted
the emphasis of open-market operstions from in-
fluencing the size of member-bank reserves lo direstly
affecting conditions in the capital marlzet.

Thring the past yeer open-market operations wers
directed at decressing member-bank reserves. Hold-
ings of Glovernment obligations declined 305 million
dollars, leaving 2,184 million in the portfolic on Decem-
ber 31, 1940. These holdings were only about one-
third of the volume of axcess raserves. To eliminate
the remuoining excess reserves would necessitate much
higher reserve requirements then the upper lnitd now
pozsible under exiating low, Inasmuch sz exoess re-
serves are not distributed sxmong the mamber banks in
equal proportion to their deposits with the Federal
Reserve syetem, the absorpfion of excess reserves by
riising reserve requitements would present delicste
problems of aredit comtrol.

Loans and Investments of AMamubar Banka.

The inflow of gold caused an almost conatent prowth
of demand daposits reported by member hanks in 101
leading cities. In the absence of a sizable expension of
lonns, especially during the first 4 months of the year,
the growiog volume of funds wis partially utilized by
the banke to expand their investment porifolios.
Holdings of direct and fully guerenteed Govermment
obligantions and holdings of other securities were in-
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creased by 1,200 millior and 335 million dolars,
respactively, from the end of 1939 to December 31,
1040 {ses table 22). On this latter dzte the reporting
membar banke held 12,462 milion dollars of Govern-
ment pecurities and 3,678 million dollars of othar
sgeurities. ‘These secutities comprised 63.2 pereent of
total ioans apd invesimeants, an inorenss of one percant
from December 27, 1939.
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During the first § months of the year the business
demand for credit evidenced oaly miner and irregu-
lar fluctuations—the indostrisl decline through April
and the subsequent expsnsion through Augwst exerting
comporatively litile influence apon the volurae of back
loans to commerce, mduatry, and agriculture. After
the beginning of September, however, the demand for
business loans showed more responsiveness to the rise
in general business sctivily, expanding approximately
BE66 million dollarz in the last 4 months of the yeor,
(A= pomied out in previous sectiona of this review, for-
ward buying became ective during this period.) None-
theleas, the increase for the entire year totaled only
about 620 million dollars. Reporting-member-bank
loana to brokers and other loans for the purposs of
anrrying securities declined by 170 million dollers.
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Total loans and investments of the reporting mem-
ber banks at the closa of 1940 exccoded the maxiaum
stteined in sny previous year. Loang were only aboué
helf of those outstapding in 1920, as may be seen in
fipora 27, although the current volume of mdustrial
production excsaded the beat levels atésined inm 1929,
This decrease in loans reflected boih the decline of
advanesa for prrechasmp or earrying sacurities and the
epntinved prowth of liquid surpluses available for
working-capital neads in the hands of corporstions—
whirh has partially froed them from reliance upon tha
banking system. Om the other hand, the stendy growsh
in holdings of Government obligntions, which had heen
eharacteristic of the expensinn in bank portfolios sinea
1932, was continued during the year. Thesa invest-
ments comprisad nearly 50 percent of reporting-
member-bank loans and investments at the close of
1940, as compared with 28 percent a6 the end of 1932
end 11 percent at the end of 1929,
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Deposit and Maone)y Supplies.

(Gold imports and the increase in loans and invest-
mentz addad 3,550 milion dollars to the already swollan
volume of bank deposits during the year, raising these
bo the record level of 22.3 billion dellers. The roie of
deposit turn-over at commercial banks, however, fail
further during the year as a large portion of the ds-
posite that represented the proceeds of pold imports
remaiped relatively mnctive (sea fig, 28). The rise
in money in eirculation carried the total well abova the
pealt of any year to date. The increase was partly a
corollary of the rapid improvement in business condi-
tions, though it alac represented ihe continmuation of
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aa upward frend in the use of currency. KExporis o
carrency to Europe during the year for hoarding snd
spaculation fell off sharply snd consequently weare a
negligible fector in the rize in eurrency in cirenlation.

Bank Craditz and the Defenze Frogram.

Baveral major financial developments during tha year
served to focus attention on present and prospeciive
demands for funds with which ¢ finenee the expansion
of pleat end working capital required by the defense
program. ‘Fhe developments gentered primanly about
reducing the risk of investment in plant and facilities
producing items for which demand would be restzicted
after the GInErgency. To meet this need, the Govern-
ment is wsing four princpal metbods for bullding and
Inencing defense facilibes:

1. The Avmy and Nary conatructa a.rsmala naval
basee, etc., and tha extension of existing G‘ruve.mmant
pmperﬁas, which ere financed with Federal funds end
are owned and operated by the Federal Government.
Io some egses actun] aperation of the plant may be
delegatad to private indvetry undar & management-fee
contract.

2. Corporations desiring plant ownership at all times
may finsnce the expansion of plant necesssry to fuifill
Government econtracts through their own resources,
private eources, or through the Reconstroetion Finanea
Corporation. Moreover, such & corporation may avail
itzelf of the provision in the new excess-profits tax law
that pernita amortization in § yasrs under ceriain oir-
cumstances whers the plant is certified by the Govern-
ment ns necessay for defenze,

3, Where the fulfllment of & Government contract
requires too grest o risk for private capital to assume
akone, or where the farilities misht hawve a future com-
mercisl nee to the contractor, consiruetion may be
finsnced through the Emergency Plant Faolities Con-
tract. This plan provides that the Government reim-
burse the contractor for the coat of the plant in 50 equal
monthly instaliments—the corporation retaining title to
the plant pending the completion of these payments, at
which time title pnasses to the Government. The manu-
facivrer may, however, pwchose the plent from the
Govanment at original cost, less deprecietion, orat a
price to be agreed upon by negotintion., The corpore-
tion may finance the construction in ony msaunner it
chooses, including any loans it mey ba able to secure
from the Reconstruction Finence Corporation. As a
meosns of providing secuiby for bank credit u=ed to
finonce this type of contract, & low wos passed on
October 9, permitting the assigniment by individeals ox
corporations to banks or other financing institutions of
payments due from the Federal (Government.

4. To provide further capitel for facilities which will
bear lorge risks but which may bave a future com-
meraial wse, the Reconstruchon Finenes Corporation
created the Defenss Plant Corporation, The latter
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provides funds to private manufacburars who construct
the plants themseives; however, the Defense Plant
Corporation tokes title in ite own name and leazes the
focilities to mapufacturers ot 1 o vear for a fixed term,
subjest to renewal and option to purchase.  If atb the
end of the stated period the controctor wishes to exer-
ciga hia option to purchase, the pries ia agresd upon by
negaotiation or is se: at tha original coét less deprecistion.

In Jetters on November 18 to the Secretaries of War
and Navy, the Fedaral Loan Administrator said: * * *
It ia desirgble that banks finance as much of the defensa
program as they can handle properly, but where credit
is extended upon & definite agresment for reimburse-
ment by the War or Navy Department, the interest
rate should bear some relation o o Government-guar-
antesd obligation * * *’ The Administrator alse
stated that ample funds wera etill available from the
1 hillion dollars by which Congress had increased the
borrowing authority of the Reconstruciion Finaoce
Corporation and that that orgamization, either directly,
or through banks, or the Defense FPlant Corporation,
would arrange or adjust defense finaneing for working
capital, plant expansion, and equipmeant, at an interast
rate of 1% percent, where either the War or Navy De-
poctment had definitely undertaken to reimburze manu-
focturers over a S-year period, In the absence of such
& corminitient the rate would not exceed 4 percent,

Interest Rates

One effect of the persiptent accumuletion of surplus
Tfunds availabls for investment by banks was the con-
tinued decline of bond yields. The slready low shori-
termn opan-market monay rotes showed no change, whila
an exception to the general movament was to be found
in firmer rates to cusfomers on commereiol loans.
Declining bond yields were characteristic of the yeaw,
exeapt in May and June, when the drop in security
wvalues following the nvasion of tha Lowlandz and
Fronce temporarity raised yields. The aversge yield
of Trensury bonds dus in 12 or more years fell to 188
percent: at the cloze of the vear. This may be com-
pared with on avernge return of 2.63 percent during
1937.  Another illustration is afforded by the aversge
yield ox municipal honds, which fell from 3.10 percent
in 1937 to slightly abova 2 percent at the end of 1940.
Along with the declina in the yields of corporate bonds
there has ocourred since the esly pard of 1988 a narrow-
ing of the spread between high-grade bood rields and
those of low-grade bonds, This has reflected the
decreased risk of tha latter—chiefly the result of in-
craased business activity, though materially sided in
some instances by revamped capitel structures.

Open-market rates 1o New York for 4- to §-month
commercial poper, 90-doy atock-axchenge time losns,
and prime bankers’ pccaplances, wers unchanged
duriig 1040 a6 (.56 porcent, 1.25 percent, and .44
percend, respectively. These retes have showed littla
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change since the downturn in business activity in the
latter half of 1937 induced additional messures designed
to bring moneiary ense, Average commercial loan
rates charged to customers by banks in 19 prineipal
cities, incloding New York, increased a shade during
the first 9 monthe of the year, an avernge rate of 2.65
percent being cherged to customars in Septernber com-
pared with 2.5% pereent in December 1839

Daalers’ quotations for 91-day Treasury bills were
nt par ab the opaning of 1940, such investments return-

ing no yield. Subsequantly, bills were purchased to
e veLs

2 R o O il
-
..--'-'\--41"'-I
= “h—--.v‘fﬁ-"' -
Lo 1'1{:‘#’ o
) P B e e
ra i
L ‘.-""'h" N
vy,
M
7 T S— e FENITEPRE EPIPR PRI | Lm.
= T T ) [T

p'ax il

% Rarings, 1936-40 (Moody's In-

FatE—In the. n: ciazifieation follvwed h‘r Mocdya [nvebors Servoee, dan

|wedicates bonde am gl mey ba ta roramln the moak ERETELiTE
mrestm Btlsh T il [ ﬂuumma In prho with

Flyure 19.~Viald of Corporate Honds
vaptozs

o w LT
lon%ummu:mrm Bonde rabed A have iaToetmpnlk
ik ﬂmmmmtmlstrmnhwhinhwmldﬂamugmmmﬂy ok

4 intriosde motith o I!L'uF by thren
rafed Bag have diflaltody s o inteiinemi e of m 4pecnlatlve abkeraetar.
EpID mrcul ined ks & Tepmesnnbaklre purober of bomds,

Yyisld 0.02 percent, a rate that prevailed during the
firat 4 and the last 3 months of the year. Aside from
Lardening to 0.I2 parcent in June, there was ltitle
variation from this low level Intermediery Tressury
obligations with & maturity of from 3 to 5 years yialded
0.47 percent at the beginming of the year and 0.37 at
the close.
Security Markets

Clommon-zshore prices foiled (o respond o the
ingreased tempo of business during the year and closed
tha year well below the fevels of the preceding year-emd.
It wos apparent that, in deterrnining the values of
equitiss, investors wers giving considerstion to the
rossible tax burden, to tha uncertzinties of war, and to
much longer term business prospects. In general,
bond prices were similarly affected, but to & lesser

degree.
Table 13.—Commarn- Sreck Prices on Sclgcted Dacay, 105930
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During the first 4 months of the yenr, shore prices
fuctuated within o narow range snd avidenced litte
net chenge for the period. The sharp reaction that
followed the invasion of the Lowlands fsee table 230
was accompanied by ap inerense in the volume of trad-
mg from 4 million shares for the weak ended MMey 4 to
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more thao 17 million shares for the weak cnded May 13.
In subsequent weoks the volumae of treding declined to
less than 2 million shares per weels, nnd, after a brief
period of additional weaknese when Franse was invaded,
average shars prices evidenced hesitancy and caution
altbough displaying a moderate upward drift until the
middle of November, Theveaftar they declined to the
end of tha year,
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Although corporate profits for the year axesaded 1939
eorporate profite by sbout ope-fourth {(see fic. 30),
the Stondard Statistics index of 420 share prices de-
clined approximstely 13 percent. Average share prices
of industriale fell 13 and of utilitiss 11 percent, whils
the average price of railvoad shores fell 10 pereent.
(See fig 31.)

Security issues Tepreseniing the long-term indebted.
ness of indostry closed the year almest unchanged from



42

their values of the preceding year-end. Within a more
restricted tange, bond pricss followed the same move-
ment of share prices, wenk in May and Juna, touching
the year's high in Mevember, As indicated in the
above discussion of bond yields, bond prices, in contrast
to stocks, were higher at the end of 1940 than at the
pertod just prior to the outbreak of the war in Septem-
ber 1939, Though invesiment demand incraased, there
wag no stringency in the supply of investible funds.
Capital Market.

Despita axpanding business activity during 1940,
domestic eorporate issnes ior new capital purposes sgsre-
gated only 724 million dollars—considerably lesz than
the totals of 1,225 million for 1937 and 1,192 million for
1836, Inecluding refunding securities, howewver, total
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corporade ssues of 2,721 million doliars Juring the year
were the lavgest of any vear since 1936 (fig. 32}, The
failure of new corporate iasues te increase more markedly
did not, of coursa, vaflect a low rata of copital formation.
Corporations have continually inereazad their liquid
cach balanees in recent years, and thess have been
gvailable for expansion of productive facilitiee, More-
over, a8 poinfed out above, much of the capital forma-
tion during the sseond half of 1940 represented new
plant facilities that were finaneced directly by the Gov-
ernmant or through the medium of hanlk loans,

Total eapital flotations in the sesonmd half of 1940
roe substantially, while new izsues incressed in volume
during each quarter of the year. In the final quarter
new corporate capitel aggregated 277 million dollars,
50 pexcent in excess of the thivd quarter and four times
the volume in the last quarter of the previous year.

Thiz large amount was sapplemented by an wmususl

quantity of refunding at the seme time. Improved
business, favorabla merket conditions (including low
interest rates), and tha low Jevel of new finsncing of
preceding monthe all contributed to increase the aize
end frequency with which new bond issues wers offersd
to the public.
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Ameng the compopent corporate groups, public
utilities, ezperiencing their largest plant and equipment
expengion since 1930, offered new and refunding capital
issues of 267 million and 997 million dollers, respec-
tively. Railroads were also prominent smong the bor-
rowers of mew money, raising 144 million dollars, or
noatly 20 percent of the total new capital Pablic
bhodies offered fewer new momey issues, though they
tool: Advantags of the strong posifion of the hond |
market snd refunded e larger volume of State and
municipa] bonds than in previous years. The 1940
aggregate of 1,235 million deollars of munieipal Hotations
was the larpest for any year sinea 1021. Common and
preferred stock financing ineressed to 328 million del-
lars for the year, excesding the volume of the two pre-
ceding years, thougph less than half of the 1037 figure.
The vslue of common and preferred stock flotations
in 1340 was exceedingly small when compared with
tha total of 1,627 million dollars sold o decada ago.
However, the large amount of refunding asctivity
cangad bond and note flotations of 2,393 million dollars
io compare more favorably with the total of 3,431
million borrowad in 1930.
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Federal Financial Operations

Whils the fiscal sitvation of the Federsl Government
10 10 was redically changed by militaxy developments
wbroad, it was still influenced by conditions thet pre-
vailed in 1839, An upward movement of busines in
1938 produced lerger fax retums 40 $he Treasury dur-
ing 1040, and theee were augmented by defenze taxes
collected during the latter half of the year. As a
result, Treasury receipts were nesrly s billion dellars
larger than in 1039,

Expenditures increaced abmost ae much as recsipts,
but with respect {0 thess the year divides itsalf mnto
two quits different periods. During the first 9 months
total expenditures were little changed from those of
1920, 2o tha increassd revenues resulted in a budget defi-
sit congiderably smaller than that of the same period ia
1939. During tha last guarter of 1940, however, na-
tional-defense outleys wera gradually increased, and
their volume wee largely inetrumental in raising the
1940 deficit to a total slmost as large a8 that of the
yesar before.
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Other features of the Government finaneial propram
were the tremendons incresse in dafense sppropria-
tions, the passape of two Revanue Acts, and the utiliza-
tion of Federal corporations snd credit agencies in the
defensa aifort.

Treasury Expenditiares.

Federel expenditures exceaded 10 billion deilzrs in
140, un increass of nezrly 200 million dollars over 1939,
Largely responsible for the increase were the expendad
outlays for naticnel defense of 2,600 million dollars,
compared with 1,300 miliion dollers in 1939—which
more than offset déclines centered chiefly in public
works, work programs, and relief. Althongh national-
defense expenditures have been following an upward
trend for several years, the raie was greatly accelernted
after the inaugurgtion of the defense program last Juae.
More than a billion dollors was speni for this purpose
during the final quarter of 1940, the December total
rising to 476 million dollars from 134 million in the
first month of ithe yeer. Ix the vourse of the program
thus far, Army expenditures have misen more sharply
than outlays by the Navy—chiefiy as o result of can-
tonment consiruction, supply purchases, and other
expenses incident to the expansion of personnel under
the vanous mobilization programs,

Bxpenditures for public works, work programs, and
relisf in 1940 were almost 600 million dollars less than
in the previous year. As indicated by figure 33, out-
lays of this kind have been grudually declining sinece
the beginning of 1930—the rate of decline being smallsr
in 1940, and a small inereage marnng the finel quoarter.
It will be recnlled that an expanded program of govern-
ment spending slong thess lines wasz projectad in 1938
following the contraction in general business that
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occurred in the beginning of that year. This program
hed boen tinted zo as to reach itz peak at the beginning
of 1938, rnd there bes been s gradual tepering since
that time. The largest reduction oceurred in outlays
made by the Work Projects Administration. This
agency, which employed spproximately 3 million work-
ers and spent o Jittle more than 500 million dollars
during the first quartsr of 1939, had redueced its rolls to
about 1.8 million workers by the end of 1940 and hed
cut; expenditures in the final quarter of that year to 330
million dollars. Inasmuch as there was little chenge in
expanditures of the Civilian Conservation Corps and an
incresse in thosze of the Nationsl Youth Administration,
the whole decrease of more than 300 million dollars in
worls proprarns and relief during 1540 was bermns Ly
the Work Projects Administration.

Publicrworks expenditures totaled 539 million dollers
in 1840, compared with 1,057 millien in 1933. As
with work programs and relief, the decline reflected
the tapering off of the 1938 program of the Public
Works Administration. Totel public-works espendi-
turss averaged 264 million dollara per quarter in 1939,
compared with 210 million in 1940, and reached a low
point for the 2-year peried in the second quarter of 1440
when outlays were slightly less than 200 million dollars,
Puring the latter holf of 1940 outlays increased some-
what, amounting to 230 million dollars io the final
quarter of the year., This intrense was parily seesonal,
but it was also affected by the fect {that many publie-
works projects related to national defense have been
incroased. Thiz latter process has also besn takoog
plage in the activities of the WPA, partly explaining
‘the maintenance of these expenditures ot ther present
volumes. Other rensons for the slower decline m ont-
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lays for public works, work programs, and relief are
that redustions axe usuolly sharpest immediately follow-
ing the termimetion of & major program and geadually
approach & movimgm of workers whe ¢an ondy be
ahsorbad into other fields with diffieulty, either beconss

L N i
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Cartalo Gorarnomntad Corporntlons, 1%34=40 {(On Bagle of Dailly Siace-
muot of ¢the U, 5. Toenaury)-

1 Doty bor 159 nnrl mm ar ook strisly comparabds whh those for cotibr Foags.
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their partieular slkills are not demuwnded by industries
expanding ot the moment or beeause of peographic
factors affecting the mobility of labor.

Budget axpenditures for cawmying out the varicus
agricultyral programs of the Government dedined from
1,218 millier dellars in 1929 o 1,082 millien in 1940,
This, however, does nof indicate any curtailment of
Government activity In the agrienltural field, becanuse
the reduction was largely the result of excess capital
funds returned to the Trensury by warious farm-credit
agencies. Tha major agricultura] programs invelving
direct Trensiy fineneing eontinued threugh 1940 at
substantially the same volumes ragchad in 1930, Pay-
ments under the Soil Conservation and Domestic Aliot-
ment Act wers just under 600 million dollsrs in both
years, while payments nnder the Price Adjustment Act
of 1938 and Parity Payments incrensed to 212 million
dollars in 1940, compared with 201 million in the pra-
ceding vear. Expenditures of the Farm Secmrity Ad-
ninistration were reduced 39 million dollars in 1940
ond toidled 188 million for the vear, whils those imder
the Fatm Tenant Act amounted to 46 million for the

b
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year—an inereass of 15 million dollare over 1039.

Inereased ountlays for Retirements, Pensions, and
Aseistance, and for Imterest in 1940, eontiows trends
that have beem upward for some yoars. The frst
reflopte the graduel srpansion that had been taking
place in eoverage and payments under the Social Se-
ewiiy Frogram, snd the second is the result of the
expanding public debt. Transfers to trust acconnts,
including Md-Apre and Survivors Insursnee funds teans-
ferred directly from receipta since July 1, 1940,
amonnted to 778 million dollars during the year, com-
pared with 765 million the year before, while depart-
mental outliys incressed 40 million over those of 1930
and todaled R8O million for the sear as o whole,

The pronounced changes in the volume and direction
of Government expendittres during 1940 sre clearly
broughé out if one coneiders tha major types of expendi-
tures a3 percentages of the total. Changes in the
relative percentege ipporinnce of the major cotezories
over tha past few wyears ave shown in fioure 33, Na-
tional-defense outlays jumped from 15 percent of the
total in 193% to 28 percent of the total in 1840, while
work programs and relief comprised less than 20 per-
cent of the total compared with last vesr’s 25 percent.
Suve for the year 19358, the reladive importance of thiy
fatter type of expenditure has steadily declined since
1036, when it accounted for AD percent of the total.
Public-works outlays dropped from 12 to © percent of
the total from 1939 to 1940, and sgriculiore] payments
declined from 14 to 11 percent over the same period.
Changes in other categories were slight. '
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Mational Defense Appropriaticns.

Any nccount of Federsd financial operations would
ba ineomplete withoot some referenca to the magnitnde
of appropristions for the 1941 fizeal year which were
made in 1940, These had scarcely begun to exert a
major infloence on Government outlays by the end of
the year, and aven the large ineraases in defense expen-
ditures dnring November and Decembar were not
enough to raise the Treasury’s net cash outgo for 1940
{(ses figure 34) to the volume reached in 1939. The
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drive for defense, however, resulted in tremendous ap-
propriaticns snd contract authorizaetions, and their ever
inereasing impact upon business volumes becams the
most striking economic development of the year. In-
directly the very size of the delense program was tan-
temount to ah announcement by the Goevertrment that
a fuller utilization of the Nation’s sconomie rescurces
than had been achieved m many years wae a hecessity,
while the program directly expressed itzelf in the place-
ment of orders with business totaling mors than 11
kilion dollars by the yesr-end. Secondary effects,
apparent in the general businese expapsion of tha
sutumn months, stemmed from both thea larger buying
power generatad as industry set about flling defenss
ordars and from expansion in othar Enes of business as
the implications of the defense program became
avident.

The fArst bodgat estimates for fiscal year 1941, which
wera presented to the Congrase in January 1940, called
for expanditures of 8.4 biilion dollais. It was recog-
pized at the time that wneartainties swrrounding the
effects of the war npan Americean economie Iife mada
these origingl sstimates highly tentative, and major
revisions were made as events developed throughout
the year. With the presentation of the 1942 budges
in January 1941, expenditures were estimated et 13.3
billion dellara for the 104] Gacel vagr, and at 17.4 billion
in the fiscal year 1942, The defense program is, of
courss, the reason for these increaass, with the Budgat
estimade for defense through June 1942 as follows:

Awrwwm

JTEnE [ SEme 18
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Expansien of ndugtial plant ... _____ 1,302
{thor defones aetivithes _______________ 1, 287
Total oo e 28, 420

} Frem Budget Mesmpe: Joouary 181

Tota] appropriations for the 1941 fiscai year amount-
ad to 16.3 billion dollars, excluding trust-fund accounts,
and eontracts were authorized to an estimsted totad of
4.2 hillion. Some indication of the relative importanca
of defense in comparjson with the total is conveyed by
table 26, which presents appropristions aud authoriza-
tions for the War and Navy Departments, together
with major defense iterns of othar agencies. ‘This is not
o complete tabulation of the defense zctivities of the
Government, but it does coninin the major budgetary
items, The activities of the Government corporations,
particularly of the: Eeconstructiom Finance Corpora-
tion, ars nob included, nor is any attempt mads to
allocate arbitrarily the smounta that other Govern-
ment agencies will spend as they redirect some of their
activities to finther the defense program.  For examplea,
the Coast Guard, the Department of Juatice, the De-
partment. of Commerce, and other agencies will have
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many of their activities closely geared o the defensa
program, but these are not included here,

Table i —Approprintlons and Awuchorizatons, Fiscal Weoar [34] 1
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Of the 11.2 hillion dellars in orders placed under the
defense program by the year-emd, 4.5 billion was for
ship construction and eguipment, 2.2 billion for air-
planes, engines, poarts, and squipment, 1.9 billion for
ordoaoce snd smmunitioz, 1.4 billion for construction
otber than shipbuilding, and 1.2 billion for other equip-
ment, supplies, and material,

Table 27 indicates ihe magnitude of the changes in
current and projected deferse pppropriaticns:

‘Tahle 2f —Approprintions for War and Navy Departmants, by Flacal Years
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The suberoups of selectad itams sre prosenied to show
the saverul directions now being taken by Govertunent
gpending sz our military and naval forees expand.
The itemt are largely self-explanstory, but soms men-
tion ahould be made of the War Departfment’s funds for
expediting production. The 1941 appropriation for
this purpoese smountbed to 401 million dollars, with addi-
tions] contract authorizations of 303 million. The
Secretary of War, upon the recommendation of the
Diafense Commission, may devote thess funds to & wida
varieby of uses in connectlon with the producion of
military equipment and supplies. They are being used
chiefly for the econstruetion of Government-owned
plants or Government-owned facilities at private plants
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which are then operated by menuineturers on o fixed-fas
hasig.

The largest increases in 1941 appropriations over 1940
werp in sums vobted for aviation axpansion and for
ordnance,  Other major increnses wera for various types
of construction, and for the wide varisty of materiais
naaded for the subsistence, clothing, and equipment
of a larger Army.

Treagury Recelpts,

The tax revenues of the Federal Government were
abmost a billion dollars lerger in 1940 than in the
preceding vear, appromimabely half of the inerease
being tha resuly of lurger yields from Income tazes.
While minor changes in tha Revenue Act of 1939 pnd
the passage of the Public Salary Tax in that year had
a zinpll offoct on the yield, the chief rezson for the
Inrger returns from incomes was the rise in the National
Income from 65,6 billion dollare in 1938 to 694 billion
dollaxs in 10839, The incrensed income tax rotes
specified in the {wo Reveaus Acts of 1940 will not be
veflected in Government ressipts until fnxes on 1940
incomes ave paid,

Ratuine to the Tressury from other internil revenne
taxes were larger by more thon 275 million dollars in
1940 than they were in 1939, Thesa 1avenues are, for
the most part, derivad from oxcises leviad upon com-
modities and serviees, and, in contrast fo imcome-tax
riolds, these have already besn affacied by the Kevenue
Act of 1940, The S-year dafenss tax inereases applied
o wlecholie baverages, cigaroties, admissions, and most
ather commodities and services carried im the excise
achedules, becams operative on July 1, 1840, and
their effect is clearly seen in the increased revenues for
the Isst half of the year. Furthermnore, raturns from
taxntion of this type react immnediaiely to changes in
the wolume of business aciivily and bhave thus bean
considerably augmented by the general business ad-
vanca which was just petting under way when the new
rates want into effect, This combination of expanding
business and higher rates since July has resulted In 2n
inerease of 240 million dollars in taxes collected, com-
pared with dhe sama poricd a year ago. In other
words, almost 90 percent of the totel 1940 incrense in

SURVEY OF CURRENT BUSINESS

Fabroacy 1841

Fialds of thiz type cecurred in the final 6 months of the
year,

Social-security taxes, composed mainly of pay-roll
levies for the aceount of the Old Age and Survivors’
Insurance trust fund tegether with similar levies for
railrond retirement, amounted to 873 million dellars in
1940, eompared with 783 million dolara in 1039
While this was in some measure the result of the Soeial
Security Act améndments of 1939 which coverad em-
ployees on American vessels and the employees of mem-
ber banks of the Federal Reserva Syatem, the bulk of
the increnze reflects the expansion in employment and
pay rolls throuphout industwy generaliy. Customs
receipts emountad to 330 million dollars in 1940—only
3 milliom dollars less than in the preceding yenr.
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Revenue Acts of 1940,

Two revenve acts were pnssed by Congress during
the year—the firat prompied by the desire to cover in-
oreasing appropriations in part with additional revenue,
and the second (mainly sn excess-profita tax) promptad
by o desire to resirict large and fortuitons gnins that
may result froan the deferse program.

Both the income and excise provisions of the internal
revenue cude were altered by the first Revenue Act of
1940, Personel exemplions were lowered by 20 per-
cent, and the income-tax structure was further modified
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by widening surtax classes and increasing surtax rates
on surtax net income hetween $6,000 and $100,000.
In addition, new defense tax rates were applied to &
wida range of commodities and services in the excize
ficld, the principsl axceptions heing tobacco other then
pigarettes, communication facilities, end regulatory
taxea. The Tate of inerenss, generslly 10 percent,
varied from 8Y percent in the cass of the cigarstie tax
to 50 parcent in that of the gasoline tax. These defense
tax rates are applicable for & period of 5 yeors, and their
proceeds are earmarked for the purpose of retiring the
issues of “MNational Defense Series’™ notes that were
suthorized as » means of financing the defense prograva,
Similar 5-year increnzes of 10 perzent were applied to the
tases on incomes, capital stock, adjusted declared walue
excezs-profite, estate, and pift taxes, the proceeds being
similarly sarmarked.

The second Eevenue Act of 1940 raised corporation
taxes to 224, percent of the normal tax net income
over $38,566. This, when added to the S-year defenss
tax spacifiad in the first Revenue Act, fixes the rate for
largo corporations at 24 percent of their normal tax nat
income. The main part of the act consists of £n excess-
profits tax levied at graduated rates from 25 percent on
adjusted excess-profits nes income less than $20,000, to
50 percent on that portion of adjusted excess-profits net
income in excess of 5500,000. Excess profits taxable
uoder tha act are measured by the difference between
the excess profits normal bax net ineome in the taxable
vear and a credit which may be based on sither invested
capital or averege eamings. If the invested-capital
base is vsed, the aredit 35 an amount equal to § percent of
the invested capital of the tazable year, and if the
average-earnings base is used, the credit j= an amount
eqnal to 05 percent of the average base period (1936-30)
nst income plus & percent of the net copitel addition or
minus & percent of the net capitel reduction in the
taxable yenr, A fat eredit of 35,000 iz allowed in all
BASER.

(ther provisions of the act suspended the profit-lim-
iting regulations of tha Vinzon Aet aind of the Mearchani
Marine Act of 1936 for any taxsble yesr in which the
exoess-profite tax is applicable, and importsnt provi-
gions were made for amortizing the costs of emergency

facilities comstructed or sequired in the interests of

national defense, Emergancy fectlities constrocted or
atquired after June 10, 1940, may he amertized over
period of 60 months provided they have heen cartified
by tha Advisory Commmizsion 4o the Council of National
Defense snd either tha Secretary of War or the Secre-
tary of the Navy as nocessary in the interest of national
defange during the emergency period. Provision is alsn
madea for payment by the United States of the unamor-
tized cost of a facility under such regulations as the
President, may preseriba, and o final provision for the
protection of the United States indicates that if the
Government cantrocts ta pay for the facility, eithex
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directly or indirectly, no amortization deduction shali
be allowed after the contract is made, unless the Advi-
sory Commmission to the Council of National Defense
and eithar the Secretocy of War or the Sacretary of the
Navy certify that the contract sdequately protects
the United States with reference to the future use and
dispostiion of such emergency focility.

From the passage of the second Revenua Act through
January 15, 1941, only 7 corporations had been issued
tax “ertificates of necessity,” the total cost of the ex-
ponsion so ceriified being estimated at sbout 120 mal-
licn dollers. The majority are expanding their facilities
for the manufacture of machine tools and atreraft.
Pabilic Dubit.

Although the budget deficii in 1940 was slightly
smaller than that of 1939, the grose public debt in-
crassed by a little more than 3 billion dollars, compared
with 2.5 billioa dollars in the preceding year. Thiz is
expivined by a reduetion in the net cash receipts of non-
budgetary aceounts, together with the fact that Eha
Treasury drew on itg peneral-fund bailance for a amaller
amovnt in the year jusi closed. An expansicn of the
debt was thus necessary in order to provide for the de-
ficisney in nonbudgetary receipts and to maintain the
general-fund balanes af the desired point.  As the year
alosed, the gross debt hod just passed the former stotu-
toxy limit of £5 hillion dollars.

In sxpanding the dabt the Treasury drew upon thres
main sourees of funds in approximately equal degrees,
with the lavgest single amount coming from tha sale of
securities to the various special series accounts. These
necpunts, which have baen taking large blocks of Gov-
ernment seeuritiss in receni yoars, aro comprised, in
the main, of the Old Age Reserve Account and the
Unemployment Trust Fund. Net investments of the
gpecial series aceounts totaled 1,138 million dollers in
1940, an increaze of 63 million dollars over 183%. In
percantage terms, howaver, the relative volume of the
total incrense in the gross public debt abeorbed by ape-
cigl series nesounts declined from 43 percant to 37 per-
cent in the 2 years. This is an indication of the relas
tive inflexibility of the volume of special series funds
available for investment comparad with movements in
the total gress debt itself. When gross debt increases
gre smoll, s large proportion of the incrense can be
absorbed by specizl series accounts—s condition not
without its drowbacks st & time when debt increnses
ars pead in m nttemp to stimuolate total demand in the
economy. On the other hand, when larger debt in-
creases occur, the special series accounta do not keep
pace with them and more emphasis is laid upor other
sources of funds. This latier condition has now become
the significant one for the American economy, in view
of the influsnce the defense program will have on the

debt structure.
Deducting specisl-series-nccount purchases from the
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ineresse in the pross public debt, thercfore, it 15 found
that the publicly offered debt increased 1,944 million
dollars during the year, compared with an increass
of 1,440 millien dollaxs mm 182¢. Of this incraase,
928 million dellars was derived froma the sale of
United States Savings Bonds and 958 million dollers
from the sele of securities through regular fiveneial and
banking channsls.

Market fonds were secured from $wo major fingneing
operations by the Treasmry during the latter half of
the wear. On July 22, 681 million deflars wee securad
by the gala of 14-16 year bonds, carrying an interest rate
of 2 percent, A0 million doliars of $his iesue being acld
directly to Gowvermment nvestment neconnts. The
second major offering ovenrred on December 18, when
531 million dolars was secured by tiye aale of National
Defense series notes mafuring in 1945. These were
authorized by legislation which raised the debt limit to
49 billion dollars earlier in the year, and they wore the
firgt, jssue of this type of obligation. A noteworthy
charasteristic of this issue is that ipcome from these
notes is subject to all Federal income taxes, while their

¥ perceni interest rate is ne higher than thai of &
compareble tax-exempt izsue of March 194¢. This may
mark the beginning of & more geners] departure from
the practice of exempting neome from Government
securities from taxes row imposed upon income from
other sources.
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Table 20 presents, in summary form, changes in the
gross public debt in 1940 compared with thoze in 1939,
The most important change in cash returns from mar-
ket oparations came from a net increase of 434 million
dollare in Treasury notes offered during the year,
compared with net retirements of 53 million dollsrs in
1933, Exchange operstions resulted in o net replace-
ment of Trewswry notes with Treasgry Londe to the
amount of 445 million dolleys. The process of exchang-
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ing Treasury notes lor Treasury bonds, which took
plece to the axtent of almost § billion dollare in 1938
and 1939, was thus greatly surtailed during 1940, No
pignifeant change ocecurred in the rate of interest paid
by the Treaswy during the year, the computed rate
of interest on the interesi-bearing public debt ouf-
standing being 2.598 in December 1930 and 2.566 in
Drecember 1940.
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Fedoral Corporations and Credit Agencles.

A complete piciare of Federal financial oper-
ations in any year must consider tha transactions of
the varions Federal corporations and credit agencies
that hove been set uwp in recent years s n means of
implementing Government activity in a number of eco-
nornic fields. To o largs extent these agencies lead
financial lives of their own which are reflected in the
regular budgetary trensnctions only as they securs
capital or administrative funds drom the Treasury or
return excess capital funds fo it. Inaswuch s these
capital trapsfars do not give & picture of the activities
of the agencies involved, tables showing the changes
that have taken place in their sesets and habilities dur-
ing the year sre presented se an over-sll summary of
their loan, investment, and other tramsastions for the
period.

Aszsots of Federal ecorporations and credit agencies
smountad o0 13,270 million dollers on Novembar 30,
1040—an iteragse of 458 million over the preceding
year. Major inoresses oconvred in the assets of the
Commodity Credit Corporation, mainiy representing
lorgrer holdings of agricultursl commedities plus hold-
ings of rubber acquired nnder the 1939 barier agroe-
mend with Great Britain, and in assets of the Farm
Security Administration and the United States Housing
Authority, meinly repressnting increasez in Joans by
those agencies. The lorrest decrease in pssats oc-
cnrred in those of the Home Owners’ Loan Corpora-
tion, due in part to a decline in loans outstanding but
in larger measure to the liguidation of property holdings.
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Atmost half of the 345million-dollar inecrease in
azzets of the lending agencies consimted of sn inecrease
in net loans, while the belancs represents larger amounts
of cnsh, sceounts receivable, business proverty, ond
asseta held for sale. Im mddition te the loans of the
Farm Security Administration and the United States
Housing Authority previously mentioned, marked in-
cresses rasulted from the expanding rural-elecirification
progrem and from the activities of the Export-Import
Pank, whose wider propram in connection with hemis-
phere defense was just getting under way as the year
came t0 o cloze. Tt should be emphasized that com-
parative balance sheets present only n summary secount
of agency activities and are incomplete as 2 measurs of
the total influence that the apencies exert on economtie
hfe. This ia particularly trus in the loan field, whers
comparative halance sheats present only the net results
of loan operations and give no Iondication of the total
volume of loasns made and repaid. Table 30 ahows the
volume of Ioans granted and repaid during the first 10
montlis of 1840; these data, reported to the Treasury by
tha seversl agencies, give some indication of the gross
volume of thelr loan activities.

Teable 32 shows the outstanding loans of Government
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corporations and credit agencies by type of borrower.
The largest inereases during tha year ended November
&0, 1940, were in agricultural loans to cooparative asso-
ciations znd in loosns en crops, livestock, and commod-
1ties, while other sizable increases were for low-cost
housing and foreign trade—the latier representing the
expanding activities of the Export-Import Bank.
PFarm-morigage lonns declined %8 million dollars and
urban mortgage loans 31 millicn.

Tabls 3.==igsets of Gorammenta] Corporaclont and UredHe Agencies, Nov, 38, 1940

[rildons of daltars}
Loams, Frefmréd cenital
SErEK, b Investipnts Total nsmats 1
Tpibed States aod Vobted
Btalsnguargniesd Other
AEERET fthan Chgnge,
Hav_ 3. | Howem Moy, 1, [ Mowem
J L0 L] 0N “hanks, Changa, 1480 1930-Ma-
remher 1040 Nov. 30, | HNovem Mov. i, | Howem e ber T0H)
1340 LRt i) 1N
Fumbar HHD Tz 1980
LEKDING AGENCLER
Industrial, Boaockal, sic,:
tion Fimancg ORI e e emmm e oee L, 752 1, 6% =g
-1 mpHk Pank of Woshiog o ... cvceamas s ssmmn s e 4] iy +38
Unlted Staley Marklme Do e e e e n 282 -+83
RnrllEkmﬂ?m Adusigistuting .- 24 T -+
wo 13,198 3,769 3t
it v +7
65 o 8
Fry:| 1= -+
n kg —1&
i F -+ 100
2= 1= 1] ez
52 1, 515 —38
i 2335 5
77 1% - 58
Ay x -]
e L] 148
B -] +13
b b -1
[ L T . M| 325 -39
‘Total, leodlog BEentbd e cie e crrrn v e m ppmmrn vm e B 350 12,17 4548
JRBURAMCE AGERCIEN

G & S
- 1= )
m 30
. 10 45
Total, OEOALES B0 R e o e crr rr s s nem s n s L] 7ig 72
Tunoasssd Vel Bubborib¥. - ovem oo e e e PR R I—— P (- R, 167 -+3g
Grand sotal i waaan £810 +1 EsT -i7 i} +I13 I3, ' +=il5

' a0 inedados cagh, reeed valrtos, maond provacty bhold logs.
* I.u.dudin serss In State sod Fodaral a0y mE a0l e X0
lealture] eredit var tluu. pmduﬂlmw
Fud.ua.] rlaon Iodusichs, Tod., di
Resomsiruckon Aﬂmhlﬂmmbr

Flosooe Oreporation aoder st of 1938;.

Ty m:rmnurpn
Lotetlr D partmont, .T.Eﬂd Wala rwwl
Aagsgkaied Coopoeslives, Tne., Trca.su.':.r

aprncles (in lguidation cirlo House annd Farm Antborl
hn;ial.lml -i.ﬁen':sa- olﬁ'ﬁom B Puamas Bollrend Qo., Poeeio ba',
t radrosd bamg, and socatitles meetlwod foom the Rmntu.luhn


file:///gency

50

Governeient carporations and credit agencies, having
been sat up to deal with emergeney sitindions in former
years, were readily available az instruments for carry-
ing out Government policies in the defense emercemey.
The agriculiural sgencies become active in cushioning
the cffects of shrunken export markets, sand the Ten-
nesses Vallay Aunthority undertoolt 40 empand its power
production for usse by defenss industries. The main
agencies utilized in actively advancing the defense
program. to dete, howsver, bave besn those connectad
with the defense housing propram and, in particular,
the special corporatipns established by tha Keconstrue-
tion Finance Corporation to deal with special phases
of defenss activigy.

Commitments aggregating spproximataly 1,100 mil-
lion dollars had been made by the Reconstraction
Finnnee Corporation and ite special defense corporn-
tinne by January 16, 1940. Thess inelude 190 millien
dollers for the acquisition of a reserve supply of raw
rubber by the Rubber Reserve Company, & corporation
cronted on June 28 with capital provided by the Re-
construction Finance Corporation. This commitment
inevalves the purchasa of 480,000 tons of crude rubber,
of which 53,514 tons have besn delivered, 20,139 tons
are in transit, and 16,343 tons aweit shipment.

Also included are commitments of 377 million dollars
for tin, manganese ore, copper, tungsten, and other
metals, mada by the Metals Reserve Compaay. This
corporation, created by the Reconstruclioa Finance
Corperabion at the sane time gnd in $he same monner
as the Bubber Reserve Company, is charged with the
puichase of a reserve supply of critical and strategic
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metale espentisl to the progress of national dofense. As
yet only & small proportion of the mafterial soversd by
these commmitments has been deliverad.

ther commitments included in the Reconséruction
Fmaxes Corporation total are those of the Defense Flant
Corporation, agpregating 350 million dollars, and of the
Defense Supplies Corporation, agorecating 55 million,
Tha Defense Plant Corporation is empowaerad to build
and expand plants for the manufacture of war materisls

oox for the produetion of equipment, supplies, and ma-

chinery ugable in such manufactars. Plants so ao-
quired sra leased to the manufacturer, the corporation
being protected by the rent received or by a contract of
reimbursement from the Army or Navy., OFf the total
commitments made by the Corporation, 283 million
dollars is {or the conséruction of plants for the manufac-
ture of alrplanes sod parts, 36 million for machine toals,
and the remainder for docke, shipyards, and the mapu-
fasture of tanks, engines, ordnance, and other items,
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The Defense Supplies Corporation is empowared to
soquire and cerry & reserve supply of materials which
may be necessary in ihe interest of defemsa, Of is
direct commitments, 50 million dollars iz for the pur-
chase of high-fest aviation pasoline and the balence for
Chilean nitrete of soda. In addition it is ransporiing
to and storing in this covntry 250 million pounds of
Australian wool with funds to be provided irom the
smergeney fund for the President. Finally, the Re-
construction Finance Corporaticon has avthorized par-
ticipations totaling & million dollars for dafense loans
in covperation with private banks end has made direct
puthovizations aggregating 127 million dollars to 167
private monufacturers in the defense program.

International Trade and Finance

The international trade and finonciel position of the
United States during 1940 was characterized chiefly
by the following developmente:

{1} Merchandise exporta showad sharp ineronses over
reeent years, whils imports expended much mere
moderately, resulting ic the largest export surplus in
slrmost 20 yeaxs.

{2) The net mfow of aapital from abroad contipued
in latge volume, although British dolfar aesets were
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drawn down to meet war heeds. A preat pavt of the
increase in foreipm assets in the United States repre-
sented funds sent here by ceciain Eurcpean coumntries,
notably France, to cover anticipated requirements in
this country, which were subsequently blocked by
execulive order efter German eceupation of the coun-
friez in question. This zituation halped to explain
the coexistence of a riss in foreign holdings in the
Thnited States and & shortege of dollar exchange in
mony foreign markets. Furthermors, o large part of
British holdings had aiready beon set aside to pay for
future commitments, slthough still nominally nnder
foreipn ownership.

(3} Gold imports, slready greatly swollon in 1038,
weTe On An oven lorgar seale in 1940, In each of these
yoars net gold imports actually exceeded total merchan-
dise exports—s situation without precedent in the
hietory of the United States. Part of tha inflow was
requirad to pay for the export surplas, but the major
portion was cleatly related to capital movement.

(4] Americar travel expenditures overseas dropped
sherply beecause of the war.

Merchandizse Trade

The impact of the war on United 3tates foreign trade
is pertly indiceted hy the rize in exports during 1940
to $4,022,000,006, the highest tots] since 1929. The
Increase over 1939 was about 27 percent.  Since sxport
prices are still far below those prevailing in the 1920%,
the physical quantity of exports in 1540 was probably
the greatest since the end of the World War period,
with the possible excepiion of 1923, Imports, on the
ather bend, lageged far behind exports. The import
total was $2,625,000,000, a rize of about 13 percent
over 1938, well under the $3,084,000,000 mark reached
in 1987. A2 a result, the export balance in 1940 was
$1,400,000,000, the highest since 1021.

Thesa tetals, however, furnish an inadequate measare
of the war's influence on our foreign trade. Bohind
them lis ewesping changes in the eomposition and
direction of the trade. Broadly speaking, the export
ttade hes come to be incressingly concenirated in
supplying the materialz and wespons of war to the
British Empire. L% iz chisfly this factor, along with a
sibstential expansion m shipments to Lotin Americs
and the Far Eact, that explains the rize in the exporé
total despite the wirtval slimination of European mar-
kots and Tesizictions in other sress against “pon-
eszentials” affesting many of our lnrgest axpore items,
notably agricultura]l products, Although less sharply
gifected than exports, the import trade also shows im-
porismt shifie o the British Empire, lavpely reflecting
heavier purchases of strategic commoditise, whila tha
shutting off of sources of supply in centinentel Eurape
s showm, chiefly iz lower imports of finighed goods.
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Shife in Dastinatien nf Exports.

Some of the changes in the mmp-osmon of exports go
back beyond the beginning of 1940—mnot merely to the
cuthreak of war but even emlier. Exports of aireraft
pod varicus other war-relpted diems had glresdy riseo
to spme extent as o result of the Sino-Japancse hostili-
ties and the growing tension in Europe during the late
thirties. Apd, oi course, the decline in agriculéural
exports has been of o far more long-terma characber.
By controst, the chunge i the geographie clistribution
of exports came abruptly in the second querter of 1046,
as may be sean in fizure 38. Up to that time, exporis
to continantal Europe had risen materially despite the
virtnal climination of Germany and Poland from our
export markefs safter the beginpiog of the oconflict.
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Exports to continents! Europa during the first quarter
of 1940 averaged $106,500,000 per month, an incresss
of sbout $47.800,000 over the fivst querter of 1938,
Exports t0 the United Eingdom, on the other hond,
showed a monthiy sverage of sbout $59,300,000 during
the first quarter of 1940, an increase of omly about
$18,600,000 over the same period of 1939, This sitoa-
tion was drasticolly changed soon theveafter. In
April the occupation by Germany of Denmark axd Nor-
way brought those countries under Brtish bhackads
and created serious chetacles to trade with othor
Baltic countries, The following month, the Weiher-
lands and Belgium were shut off from outside trads,
and in June the collapse of France ond the entrance of
Italy into the war eliminated or severely curiailed
practiczlly all the remalming continental Nuropesn
markets. During the lest half of 1840 exporis to
continentsl Furope averaged only about $14,000,000 per
month, including about $7,400,000 for the . B, 5. R,
which veally represemts frams-Pacific trade through
Vladivostok,
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The Allied defeats on the continent and the virtual
closing of Europe to United States trade were immedi-
ataly followad by & rush of American supplies 1o the
Tnifed Eingdom. Exports to that country rose from
$40, 732,000 in Moy to $77,255,000 in June, $100,867,000
in July, and $126,021,000 in Auvguszt. Much of this
neraase congisted at first of emergency shipments of
firegrms, ammunition, and explogives. Affer August,
pxports to the Uhited Einpdom declined siightly but
gveraged over $100,000,000 monthly for the last half
of 1940, nr ghout ene-third of toial axports.

Exports to other partz of the British Empire tended
upward soon aftar the outhreak of war despita the
prompt imposition in most instances of exchange and
import controis restricting purchases of nonessential
goods. For example, exports to Crnade rose by move
than 50 percent in the first half of 1940 over the same
period of 1938, and the increase in exports to other
aTess WaS even larger in some instances. Daring the
latter half of 1840 exporis {0 the British Empire, includ-
ing the United Kingdom, avernged over $200,000,000
monthly, double the pre-wazr level and about 84 percent
of the export totol. Twe countries, the United King-
dom snd Copada, neeounted for more than half of al)
exports in the latter balf of 1940.

Latin American trade, which had risen swiftly after
the outbrenk of war interfered with European sources
of supply, held up remarkably well thronghont 1040
despite the exchange difficulties erenied by the loss of
continental Europesn markets that absorbad more than
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haMf a billion dollars of Latin Americah goods in 1938.
Tinited States exporis to Latin_America as a whole rose
by about $144 000,000 over 193% to R777,000,000, thus
maintaining their usual share of about 20 percent of
total exports. Dollar exchanga to cover this trade was
provided to some extent by a rise in shipments to the
Tnited States, hy continued seles of silver to the
Tnited States Treasury, and by an inflow of refugee
funds lodged in dollar accounts. However, heavy ehip-
ments of gold were also necessary m certain insiances.
Séversl of the Latin Americon countriss, notably Brazil,
Chile, and Colombis, were also aided by Export-
Import Bank credits. )

Shipments to Japan, totaling $227,000,000 in 1940,
weras only slightly below the 1939 level, although in
the lofter port of the year American expart-comtrol
measures began to afect sharply trade in cortein iterms,
such as manchine tocls and scrap iren, op which Japan
was more than ever dependent on the United States
after the war in Burope began. BExports to Clins ross
substantially from $55,600,000 in 1928 to $78,000,000,
but the export statistics do not indicate how much wis
for “free"” Chinn, aided by Export-Import Bank eredits,
and bow munch for Shanghai and Japanese-oceupied
sastions.

Fall in Agricultural EXports.

The varying efacts of the war vpon the sompoaition
of exports are indicated by figurs 39, which traces the
conrse of some of the principal export commodities.
Agricultural exporte have soffared preatly from the
eliminstion of the continental European market and
from the imposition of savere restrictions on “non-
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Flgute 39 —Vulue of Bupogtn of Yoited Siaces Merciandise, by Sciecred
Commodity Groaups, 19585=40 {11. 3. Depareenc of Commegod).

psgentials’’ by the United Kingdom, normally the
largest single market for these goods. The toial of
$520,000,000 for agricoltural exporis during 1940, while
the lowest in many yvears, does oot fully show the effects
of these developments, for cobton exports during ihe
enrly monshs of the year were relatively hLigh. Agri-
cultural exports during the latter half of the year failed
almost completely to show the ususl seasonal rise and
totaled ooly $170,000,040. On a guantity basis, in-
dexes compiled by the Department of Agriculture show
that the physical volume of agricultural exports during
the latter part of 1940 was at the lowest point since
1369,

This development is stikingly different from the
course of events during the World War, when the Fure-
penn demond csused vn enormous exponsion in produc-
tion and exports of foodstulls, although cotton exports
suffered at that time also.

By conirast, exports of finizshed and semifiniched
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goods have risen sharply from $2,282,000,000 in 1959
to $3,238,000,000 in 1940—six war-related groups hav-
ing been responsible for most of the increase. These
commodities, which made up 47 percent of total ex-
ports in 1040, are metal-working machinery, Leavy
iron and steel products, sireraft snd paris, nenferrous
metals, firearms and ammunition, and chemical prod-
ucts, Exporis of these totaled $294,000,000 in the
first hel of 1039, $413,000,000 in the .second half of
1039, $673,000,000 in +he first half of 1940, and $810,-
000,000 in the second half.  Of the latter total, epproxi-
mately 70 percent went to the United Einpdom and
Canada 05 against 25 percont of the total for the first
half of 1039,

On the other hand, exports of many other mannfae-
tured goods, such a3 passenger autotnobiles and office
applisnces, hove besn sdversaly affected and chow
sonsiderable reductions in valus,

Tmports of Coirde Maveials Rise,

‘Fhe mrerease in imports during 1940 was heavily con-
centrated in crode and semimanufactured producis.
This increase is reflacted in tha rise in imporis from
Asiz and ILatin Amoerica, where the principal sources of
imported raw materials required by Americen industry
are located.

Basic raw materials—such 22 arude rubber fram
British Malaye and the Netherlands Indies; tin from
British Malaya and Bolivia; copper from Chile, Maxica,
Foru, and Conada; ferro-stoys from sources in Asia,
Africa, and Latin America; wool and mohair from coun-
tries in Asia, Australssia, and South America; ond vege-
tabla fibers, chiefly irom Asia—ware imporied in sharply
inereased amounts to meet expanded domestic require.
menba and in caviain cases to build up stook plles. 4
numhber of other major import items obtsined princi-
pally ip Asis snd Latin Americs, incuding juie burlaps
from Iodie, petrelenm from Vensezuela, and ceriain
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vegetnebla oile and oilseads from varous Asintic and
South Amarican sources, also inereased very substan.
tially. .

As Indicated by figure 40, the physical volume of
Tnited Steies imports, which consist i largs measure
of industrial raw materials and semimanufacturas, tands
to vary with the rise and {all of manufacturing produg-
tion in this countty, However, the quantity of imporis
hes lagzed behind the strong rise $hat has occurred
in manufacturing output since the cuthreak of war in
Europe. Thiz leg has beea due to 2 drop in imports
of finished geods snd menufnotured foodstuffa snd
baverages, Imports in these groups from the United
Eingdom have bald up rather well because of that
couniry's vigorous #fforis to promote its export trade,
but sourees of supply on the continent of Europe have
bean almest antirely cut off sines the middla of 1040.
On the other hand, there haz beex a strong increase
in importz of ernds materials and semimezufastures.
In tha casze of certein important sommoditiss, however,
tha increase was influsnced by purchases for the purpose
of accumaulating reserves of stratagic materisls.

Tably J6~Amports for Copsompilon, by Economis Cluse
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Gold and Siiver Movements

For many yewrs gold has moved into the United
Btates with only occnsional interruption. Sinee tha
bogmning of 1934 there have been only 3 months in
which the nai flow has beem outward, and the nes
inward movement has exceaded a billion dollars o yenr.
Since the fall of 1938 the flow has besn greatly scoele-
rated, with the extracrdingry result that duricg both
1859 and 1940 the net import of gold bas actuelly ex-
ceeded the merchandise export total. Net gold imports
amounted to $3,574,151,000 in 1039 and $4,744,472,000
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in 1940 &3 compared with total merchandise exports of
$3,177,176,000 end $4,021,564,000, respectively.

As in other recont years, the major portion of this
gold +was shipped from British Empire countriea. This
portion m 1940 was $3,8627,017000 or 78 percent of
the fotal for the year. Despite this high degree of
conopniration, however, there ware 14 countries putside
the British Empira that sent mote than $20,000,000
each apnd & addifional counizies that sent more than
310,000,000 each. Py econirsat, there was only ome
countzy to which gold shipments excesded gold receipts;
that country was Bolivia, to which {hers was a net ex-
port of $4,714,819.

While predictions in the matter are necossarily
hazardoue, it appear= ressonable to suppose that tha
huga gold movements which have oceurred sinee the fall
of 1938 must decline drastieslly. Shipments have heen
greatly in exoese of production for several years. There
is pood reazon to believe thot many of the prineipak
gold etocks have already been transferred for the most
pare to the United States, and in certein other cases it
seems unlikely that cireomstances woyld permit further
shipraenta of importence. Fubime imporis, therefore,
will probably be limited more and more to current
production. Nor, on the other hand, ean circumstances
be readily envisaged that would lead to a gold movement
sway from the United States on a scale comparable to
imports during 1940, It is thus probable that ¥340
bas set a record for international gold shipments thet
will Jast for & very long tirne.
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Wet silver imports during 1940 were 354,760,000,
the lowest since the silver-purchass program of 1084
was gtarted. The figure was, nevertheless, large enough
to bring cumulative net silver Imports since the begin-
ning of 1984 to about $1,022,000,000.

Capital Movements

Although the merchandise axport balanca of $1,400,-
000,000 in 1940 was the higheot ginee 1921, it appears
small in comparieon with net pold imports of $4,744 -
472,000 during fhe year. Even after dedueting $644,-
689,000 added to gold under enrmark for foreign acecunt
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the net gold inflow for the year still exceeds the mer-
chandise export surplus by $2,700,000,000. So-called
“gervice” transactions normally eptail net payments
by the United Btates to fereign countries. The prmei-
pal change In these items during 1040 was e heavy
decline in Amevican outlays for oversea travel. As
this dacline atarted with the cuthreak of war in the fall
of 1029, it had not made its rasirictive effects fully felt
until 1840, Other service items, such as ireight pay-
ments, interest and dividends, personal and sharitable
rexnittances, were variously affected, but the net effect
of such changes was emall

Therefore, there must have been 4 nat capital move-
ment in the neighberhood of $2,500,000,000 to the
United Stotes during 1940, This figure would, in
principla, represent tha net result of all kinds of eapital
transacfionse—for axample, the rise in bank balances
im this country for the account of forsigners; with-
drawals by Americens of their bank balances sbroad;
sales of securities, either domestic or foreign, by Ameri-
ecans to foreipners: redwstions im conumereial eredits
granted to foreigners; advancs payments for Amerizan
poods; and similar transactions.

Aetunlly, however, it is not possible to aceount for
more than g relatively small purt of this movement on
the basia of yeeorded figures of capital transactions,
Datse thus iar available, eovering the firest & months,
show & net eapital inflow of only $784,000,000. Figures
for the full year mey increase this total eomewhat, but
it is apparent that a large unexplained balance will
remain. Certpin sssnmptiops a8 to the nature of the
unrecordad eapital movement appesr plausible. For
one thing, funds sctually owned by foreigners may be
beld in this couniry under domestic names and would
thus not be included in the reported capital inflow.
Furthermore, funds previously held for foreigy acconnt
may be transferred to domestic addresses with, for
example, the coming of refugee owners to tha United
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Btates; such transfers might ke reporied a2 a reduction
in foreign holdings, thereby tending bo reduce the net
recorded inward movement, Finally, payments in
andvance mada by the British Government on war
ordere and for plant construction were reported at the
end of 1940 to ba $720,000,000 in excess of such poy-
ments at the outbreak of war. Most of thess pay-
ments undoubtedly oceurved in 1940.

At this timne it is poasible only to speculete ahout tha
natura of the unrecorded capitel movement. Detalled
ohservations must be confined for the reoment to that
portion for which fignres are available. A= etated
ghova, these fipures show o nef capital inflow of $784 -
000,000 duoring the first 9 months of 1940. About
70 pereent of the iInflow oceurred during the monthe of
Juna, Jaly, and August.

This net inward movement of forsign funds originated
in many ¢ountries, with France, Switzerland, and
Canada nccounting for the major portion. A larpe
part of thiz transfer of foreign eapitel oeowrred on
government and cenital-bank account. Only the
United Kingdom withdrew funds on balance from the
United States, and thesa withdrowals were primarily
the result of large dollar payments for wor supplies.

As in 1938 and 1939, ntermotionnl capital move-
menia in 1840 were dominated by o Inrge net inflow of
ghwort-term funds. From January to September, inclu-
siva, the inward movement of banking and brokerage
balances exceeded $505,000,000. By contrest, the net
movement of long-term funds resulted n a nei liguida-
tion by foraigners of $22,000,000 in domestic and foreign
securities previously held abroad.

Forgign Aszets In the United States.

On Ootober 2, 1040, raported foreign bsnking and
brokersgs balances in the United States amounted to
$3,760,000,000, an increase of $859,000,000 during the
g-month period. Most of this rise sccurred in June,
July, and Avgust and waz closely related to the hesvy
mold imports of thozs months, The principal gain
resulted in the rise of Frepch dollar balaness by ap-
proximately $215,000,000, the larger part of which
oceurred during tha week ended June 19. Important
increases for the accounts of other eouniries were s
follows: Caneda, $126,000,000; Switzerlsnd and Swedan,
£83,000,000 each, Bubstantiol declings oecurred in the
British and Japanese balanees,

Foreign long-terin investments in the United States
wera reduced from Jahuary through Angust by the nei
sola of United States securitios in the amount of
$89,000,000. The largest net sales were $65,600,000
for Japanese aecount, $56,900,000 for tha account of the
United Kingdom, ond 518,000,000 for Canadian
nccound.  The principal net purchases wers made by
Ttely and Switzerland in the amounts of $31,100,000
and $20,7(:,000, respectively.

British Empire transnctions in United Statea securi-
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tics are of particuler interest becanss of their velation
to the war financmg, The imporience of British
investments in such securities was recognized at the
beginning of the war, and measures were soon token to
gacertain the nature and volume of these holdings and
to permit the authoritics te requisiiion them. The
Governmment of the United Kingdom, alons amemg the
Ewpire countries, hae exercised these powers and
requisitioned some of the sscurity holdings of its sub-
jects. 'The firgt requicition was mode on February 17,
1940, and covered 60 United Sintes share fssues;the
serond was on Aprd 14 and covered 02 share and 25
bond issues: and the third on December 15 covered
59 chare and 7 bond desmes. -In April, Ausirslia
snnounced that holders of certein United States seeur-
ities might have 6 months in which to gell them and
turn the proceeds over to the Commonwenlth Bank.
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The reported sales of these and other Unitad States
securities by the TUnited Kingdom up to October 2
amounted to $56,900,000, only a fraction of the valua of
the stocks ond bonds mobilized under the first two
vesting orders, However, sales were also made by
private nepotiation and through specially crganized
selling syndicates, pariicularly durmg the last quarter
of the year. At the end of the year it was announced
that the lHquidation of 57 stock and 11 bond issues had
been completed, but the amount reslized was not
stated.

The possibility of changes in the investments of cer-
tain countries in the United States has been restrieted
by the action of tha United Btates Government in
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blocling the asssts of certain countries under foraign
pecupation. This step was first taken following Ger-
many's occupetien of Denmark and Nerwey in April
1940, and other countries subzequently affected were
Baigium, Estonia, France, Latvia, Lithuania, Luxem-
burg, Netherlands, and Bumsania. By executive ordar
it waa required that the ss=eiz of those couniries in the
United Siates should be regizterad with the Trensury
Department and that transeetions relating to such
assata should be ubject to license by that Department.

VUnited States Asseta Abrond.

The foreign asseis of Thited States banks and citizens
wera reduced considerably during the first 9 months of
1440, 55 in other recent years. The mflow of bmking
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and brokerzgs funds from abroad smountsd to $147 -
000,000 and brought total Umited States short-term
investments in foreign countrizs down $o $412,000,000
on October 2, 19040,  The larpeat withdrawal waa from
Japan. REeductions also toosk placa in the United
States hanking assets in the TUnitad Kingdem, Conads,
Germany, Iisly, and other Buropenn couniries.

Net purchases by foreigners of foreign securities in
the United Steies during the January-Septamber period
amounted to $65,000,000, the largest reported nef pur-
chages being mada by Canada and by Latin Americs.
Caoadisns apparently suhstifuted some Canedian
seouTities In thelr ovwn portfolios for the United States
securities that were =o0ld during the period. WMozt of
these Canadian and Latin-American net purchases were
probably connected with redemptions &t maturity.



